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Chapter I—Agricultural Marketing 
Service (Standards, Inspections, 
Marketing Practices), Department 
of Agriculture 

Part 51— Fresh Fruits, Vegetables and 
Other Products (Inspection, Certifi¬ 
cation and Standards) 

SUBPART—UNITED STATES STANDARDS FOR 
FLORIDA TANGERINES 1 

On June 30, 1955, a notice of proposed 
rule making was published in the Federal 
Register (20 F. R. 4650) regarding a 
proposed revision of the United States 
Standards for Florida Tangerines. 

After consideration of all relevant 
matters presented, including the pro¬ 
posal set forth in the aforesaid notice, 
the following United States Standards 
for Florida Tangerines are hereby pro¬ 
mulgated pursuant to the authority con¬ 
tained in the Agricultural Marketing Act 
of 1946 (60 Stat. 1087 et seq., 7 U. S. C. 
1621 et seq.). 

GRADES 

Sec. 

51.1810 U. S. Fancy. 

51.1811 U. S. No. 1. 

51.1812 U. S. No. 1 Bronze. 

51.1813 U. S. No. 1 Russet. 

51.1814 TJ. S. No. 2. 

51.1815 U. 8. No. 2 Russet. 

51.1816 U. S. No. 3. 

UNCLASSIFIED 

51.1817 Unclassified. 

TOLERANCES 

51.1818 Tolerances. 

51.1819 U. S. Fancy, U. S. No. 1, U. S. No. 1 

Bronze, U. S. No. 1 Russet, U. S. 
No. 2 and U. S. No. 2 Russet 
Grades. 

51.1820 U. S. No. 3 grade. 

APPLICATION OF TOLERANCES 

51.1821 Application of tolerances. 

STANDARD PACK 

51.1822 Standard pack. 

DEFINITIONS 

51.1823 Mature. 

51.1824 Firm. 

51.1825 WeU formed. 


1 Packing of the product In conformity with 
the requirements of these standards shall 
not excuse failure to comply with the pro¬ 
visions of the Federal Food, Drug, and Cos¬ 
metic Act. 


Sec. 

51.1826 Damage. 

51.1827 Highly colored. 

51.1828 Discoloration. 

51.1829 Fairly weU colored. 

51.1830 Bronzed russeting. 

51.1831 Fairly firm. 

61.1832 Fairly well formed. 

51.1833 Serious damage. 

51.1834 Reasonably well colored. 

51.1835 Very serious damage. 

51.1836 Diameter. 

Authority: §§ 51.1810 to 51.1836 Issued 
under sec. 205, 60 Stat. 1090, 7 U. 8. C. 1624. 

GRADES 

§ 51.1810 U. S. Fancy . "U. S. Fancy” 
consists of tangerines which are mature, 
firm, and well formed, and which are 
free from soft bruises, bird pecks, un¬ 
healed skin-breaks, and decay and free 
from damage caused by ammoniation, 
creasing, dryness or mushy condition, 
green spots or oil spots, pitting, scale, 
sprouting, sprayburn, sunburn, unsightly 
discoloration, buckskin, melanose, scars, 
scab, dirt or other foreign materials, dis¬ 
ease, insects, or mechanical or other 
means. 

(a) Each fruit in this grade shall be 
highly colored. 

(b) In this grade not more than one- 
tenth of the fruit surface, in the aggre¬ 
gate, may have a light shade of brown 
discoloration caused by rust mite, or an 
equivalent of this amount in appearance 
when the fruit is discolored by any 
cause. (See § 51.1819.) 

§ 51.1811 U. S. No. 1. “U. S. No. 1” 
consists of tangerines which are mature, 
firm, and well formed, and which are 
free from soft bruises, bird pecks, un¬ 
healed skin-breaks, and decay, and free 
from damage caused by ammoniation, 
creasing, dryness or mushy condition, 
green spots or oil spots, pitting, scale, 
sprouting, sprayburn, sunburn, un¬ 
sightly discoloration, buckskin, mela¬ 
nose, scars, scab, dirt or other foreign 
materials, disease, insects, or mechanical 
or other means. 

(a) Each fruit in this grade shall be 
fairly well colored. 

(b) In this grade not more than one- 
third of the fruit surface, in the aggre¬ 
gate, may have a light shade of brown 
discoloration caused by rust mite, or an 
equivalent of this amount in appear¬ 
ance when the fruit is discolored by any 
cause. (See § 51.1819.) 

(Continued on next page) 
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§ 51.1812 U. S. No. 1 Bronze. The re¬ 
quirements for this grade are the same 
as for U. S. No. 1 except for discoloration. 
In this grade at least 75 percent, by 
count, of the fruits shall show some dis¬ 
coloration, and more than 20 percent, by 
count, of the fruits shall have more than 
one-third of their surface affected with 
bronzed russeting: Provided , That no 
discoloration that exceeds the amount 
allowed in the U. S. No. 1 grade shall be 
permitted unless such discoloration is 
caused by thrip, wind scars, or rust mite. 
(See §51.1819.) 

§ 51.1813 V. S. No. 1 Russet. The re¬ 
quirements for this grade are the same 
as for U. S. No. 1 except for discoloration. 
In this grade at least 75 percent, by 
count, of the fruits shall show some dis¬ 
coloration, and more than 20 percent, by 
count, of the fruits shall have more than 
one-third of their surface affected with 
discoloration. (See § 51.1819.) 

§ 51.1814 U. S. No. 2. “U. S. No. 2” 
consists of tangerines which are mature, 
fairly firm, and fairly well formed, and 
which are free from soft bruises, bird 
pecks, unhealed skin-breaks, and decay, 
and free from serious damage caused by 
ammoniation, creasing, dryness or 
mushy condition, green spots or oil spots, 
pitting, scale, sprouting, sprayburn, sun¬ 
burn, unsightly discoloration, buckskin, 
melanose, scars, scab, dirt or other for¬ 
eign materials, disease, insects, or me¬ 
chanical or other means. 

(a) Each fruit in this grade shall be 
reasonably well colored. 

(b) In this grade not more than two- 
thirds of the fruit surface, in the aggre¬ 
gate, may be affected with light brown 
discoloration, or may have the equivalent 
of this amount in appearance when the 
fruit has lighter or darker shades of dis¬ 
coloration. (See § 51.1819.) 

§ 51.1815 U. S. No. 2 Russet. The re¬ 
quirements for this grade are the same 
as for U. S. No. 2 except that more than 
20 percent, by count, of the fruits shall 
have in excess of two-thirds of their 
surface, in the aggregate, affected with 
light brown discoloration. (See 
§ 51.1819.) 

§ 51.1816 V. S. No. 3. “U. S. No. 3" 
consists of tangerines which are mature, 
not flabby and not seriously lumpy, and 
which are free from unhealed bird 
pecks, unhealed skin-breaks, and decay, 
and free from very serious damage 
caused by bruises, ammoniation, creas¬ 
ing, dryness or mushy condition, pitting, 
scale, sprouting, sprayburn, sunburn, un¬ 
sightly discoloration, melanose, scars, 
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scab, dirt or other foreign materials, dis¬ 
ease, insects, or mechanical or other 
means. (See § 51.1820.) 

UN CLASSIFIED 

§ 51.1817 Unclassified . “Unclassified” 
consists of tangerines which have not 
been classified in accordance with any of 
the foregoing grades. The term “un¬ 
classified” is not a grade within the 
meaning of these standards but is pro¬ 
vided as a designation to show that no 
grade has been applied to the lot. 

TOLERANCES 

§ 51.1818 Tolerances. In order to 
allow for variations incident to proper 
grading and handling in each of the fore¬ 
going grades, the tolerances set forth in 
§§ 51.1819 and 51.1820 are provided as 
specified. 

§51.1819 U. S. Fancy, U. S . No. 1. 
U. S. No. 1 Bronze , U. S No. 1 Russet, 
U. S. No. 2 and U. S. No 2 Russet Grades. 
Not more than a total of 10 percent, by 
count, of the fruits in any lot may fail to 
meet the requirements of the grade other 
than for discoloration, but not more than 
one-half of this amount, or 5 percent, 
shall be allowed for very serious damage 
other than that caused by dryness or 
mushy condition, and not more than 
one-twentieth of the tolerance, or one- 
half of 1 percent, shall be allowed for 
decay at shipping point: Provided, That 
an additional tolerance of 2 V 2 percent, 
or a total of not more than 3 percent, 
shall be allowed for decay en route or at 
destination. In addition, not more than 
a total of 10 percent, by count, of the 
fruits in any lot may not meet the re¬ 
quirements relating to discoloration but 
not more than 2 percent shall be allowed 
for serious damage by unsightly discolor¬ 
ation. 

§ 51.1820 U. S. No. 3 Grade. Not 
more than a total of 15 percent, by count, 
of the fruits in any lot may fail to meet 
the requirements of this grade, but not 
more than one-third of this amount, or 
5 percent, shall be allowed for defects 
other than that caused by dryness or 
mushy condition, and not more than one- 
lifteenth of the tolerance, or 1 percent, 
shall be allowed for decay at shipping 
point: Provided, That an additional 
tolerance of 2 percent, or a total of not 
more than 3 percent, shall be allowed for 
decay en route or at destination. 

APPLICATION OF TOLERANCES 

§ 51.1821 Application of tolerances. 

(a) The contents of individual packages 
in the lot, based on sample inspection, 
are subject to the following limitations: 
Provided, That the averages for the en¬ 
tire lot are within the tolerances speci¬ 
fied for the grade. 

(1) For packages which contain more 
than 10 pounds and a tolerance of 10 per¬ 
cent or more is provided, individual pack¬ 
ages in any lot shall have not more than 
one and one-half times the tolerance 
specified. For packages which contain 
more than 10 pounds and a tolerance of 
less than 10 percent is provided, indi¬ 
vidual packages in any lot shall have not 
more than double the tolerance specified, 
except that at least one decayed or very 
seriously damaged fruit may be per¬ 
mitted in any package. 


(2) For packages which contain 10 
pounds or less, individual packages in 
any lot are not restricted as to the per¬ 
centage of defects, except that not more 
than one fruit which is decayed or very 
seriously damaged shall be allowed in 
any package. 

STANDARD PACK 

§ 51.1822 Standard pack, (a) The 
tangerines in each container shall be 
packed in accordance with recognized 
methods. Each container shall be well 
filled and properly marked to indicate 
the size of the fruit. When the figures 
used to indicate size of fruit vary from 
the actual number of tangerines in the 
container, as in the case of fractional 
parts of boxes, the figures indicating size 
shall be followed by the letter “s” or the 
word “size”, as, for example, “210’s”, or 
“210 size”. Containers which are not 
so marked shall not be regarded as meet¬ 
ing requirements of “standard pack”. 

(1) Fruit in each container shall be 
of a size not less than the minimum 
diameters specified in Table I for the 
various packs. Packs other than those 
listed shall have a minimum diameter 
not less than that specified for the near¬ 


est count. 

Table I 

Diameter 
in inches 

Pack: ( minimum) 

100 - 

120_2H', 0 

176IIIIIIIIIIH_I_ 2'Vie 

210 .. 2 Vm 

246. 27ig 

294_2 


(2) In order to allow for variations 
incident to proper sizing, not more than 
10 percent, by count, of the fruits in any 
lot may be below the minimum size for 
the count as specified in Table I. 

DEFINITIONS 

§ 51.1823 Mature. “Mature” means 
the same as that term is then currently 
prescribed for tangerines in sections 
601.21 and 601.22, Chapter 26492, Florida 
Statutes, known as the Florida Citrus 
Code of 1949, or as it may be amended 
hereafter. 

§ 51.1824 Firm. “Firm” means that 
the flesh is not soft and the fruit is not 
badly puffy and that the skin has not 
become materially separated from the 
flesh of the tangerine. 

§ 51.1825 Well formed. “Well formed” 
means that the fruit has the character¬ 
istic tangerine shape and is not de¬ 
formed. 

§ 51.1826 Damage. “Damage” means 
any defect which more than slightly 
affects the appearance, or the edible or 
shipping quality of the fruit. Any one 
of the following defects, or any combi¬ 
nation of defects, the seriousness of 
which exceeds the maximum allow T ed for 
any one defect, shall be considered as 
damage: 

(a) Ammoniation, when it is not 
speck-type similar to melanose, provided 
that no ammoniation shall be permitted 
that detracts from the appearance of 
the individual fruit to a greater extent 
than the amount of discoloration al¬ 
lowed for the grade; 


5847 

(b) Creasing, when it materially af¬ 
fects the appearance or shipping quality 
of the fruit; 

(c) Dryness or mushy condition, when 
mushy or distinctly dry to a depth of 
more than one-eighth inch in all seg¬ 
ments at the stem end. or the equivalent 
of this amount, by volume, of mushy 
condition or dryness when occurring in 
any portion of the fruit; 

<d) Green spots or oil spots, when the 
appearance is affected to a greater extent 
than 10 green spots caused by scale, each 
of which is equivalent to the area of a 
circle one-eighth inch in diameter; 

(e) Pitting, when materially affecting 
the appearance or shipping quality of the 
individual fruit; 

(f) Scale, when occurring as a blotch 
and the aggregate area exceeds the area 
of a circle three-eighths inch in diame¬ 
ter. or any scale that detracts from the 
appearance of the individual fruit to a 
greater extent than the area permitted 
for a blotch. “Blotch” refers to actual 
scale and not the discolored area caused 
by scale; 

(g) Sprayburn, when causing the skin 
to become hard or when it materially af¬ 
fects the appearance of the fruit; 

<h) Sunburn, when causing the skin 
to become hard or when it materially 
affects the appearance of the fruit; 

(i) Unsightly discoloration, when the 
color or the pattern, or a combination of 
color and pattern, causes the fruit to 
have an unattractive appearance; 

(j) Buckskin, when it detracts from 
the appearance of the fruit to a greater 
extent than the amount of discoloration 
allowed for the grade; 

(k) Melanose, when not small smooth 
speck-type, or any speck-type that de¬ 
tracts from the appearance of the fruit 
to a greater extent than the amount of 
discoloration allowed in the grade. Mel¬ 
anose that exceeds the amount allowed 
in the U. S. No. 1 grade is not permitted 
in the U. S. No. 1 Bronze grade; 

(l) Scars, when not smooth, or when 
causing any noticeable depression, or 
when detracting from the appearance 
of the fruit to a greater extent than the 
amount of discoloration allowed for the 
grade; and, 

<m) Scab, when not smooth, or when 
it affects shape, or when it detracts from 
the appearance of the fruit to a greater 
extent than the amount of discoloration 
allowed for the grade. Scab injury that 
exceeds the amount allowed in the U. S. 
No. 1 grade is not permitted in the U. S. 
No. 1 Bronze grade. 

§ 51.1827 Highly colored. “Highly 
colored” means that the ground color 
of each fruit is a deep tangerine color 
with practically no trace of yellow color. 

§ 51.1828 Discoloration. “Discolora¬ 
tion” includes discoloration caused by 
rust mite, melanose, scars, scab, or any 
other means. Shades of discoloration 
which blend with the ground color of 
the fruit may be allowed on a larger 
area than that specified in the grade for 
light brown discoloration, and shades of 
discoloration which are more in contrast 
with the ground color shall be restricted 
to a lesser area: Provided, That no dis¬ 
coloration may affect the appearance to 
a greater extent than the amount of 
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light brown discoloration specified for 
the grade. Tangerines which show dis¬ 
coloration caused by melanose. scab, or 
any cause other than by thrip. wind 
scars, or by rust mite shall not be per¬ 
mitted in the U. S. No. 1 Bronze grade 
when such discoloration exceeds the 
amount allowed in the U. S. No. 1 grade. 
(See § 51.1830.) 

§ 51.1829 Fairly well colored. ‘‘Fairly 
well colored” means that the surface of 
the fruit may have green color which 
does not exceed the aggregate area of a 
circle one inch in diameter and that the 
remainder of the surface, which is not 
discolored, shows at least a good yellow 
color: Provided, That some portion of 
the surface shows a reddish tangerine 
blush. 

§ 51.1830 Bronzed russeting. 
“Bronzed russeting” means russeting 
caused by thrip, wind scars, or by rust 
mite, or similar russeting which is not 
readily distinguishable from that caused 
by rust mite. Discoloration caused by 
melanose, scab, etc., are not considered 
as “bronzed russeting” within the mean¬ 
ing of these standards but are regarded 
as defects when they exceed the amounts 
permitted in the U. S. No. 1 grade and 
are not permitted in the U. S. No. 1 
Bronze grade. 

§ 51.1831 Fairly firm. “Fairly firm” 
means that the flesh may be slightly soft 
but is not bruised or badly puffy, and that 
the skin has not become seriously sepa¬ 
rated from the flesh of the tangerine. 

5 51.1832 Fairly well formed. “Fairly 
well formed” means that the fruit may 
not have the shape characteristic of the 
variety but that it is not badly deformed. 

§ 51.1833 Serious damage. “Serious 
damage” means any defect which seri¬ 
ously affects the appearance, or the 
edible or shipping quality of the fruit. 
Any one of the following defects, or any 
combination of defects, the seriousness 
of which exceeds the maximum allowed 
for any one defect, shall be considered 
as serious damage: 

(a) Ammoniation, when scars are 
cracked, or when dark and the aggregate 
area exceeds the area of a circle one-half 
inch in diameter, or when light colored 
and the aggregate area exceeds the area 
of a circle 1 inch in diameter; 

(b) Creasing, when it causes the skin 
to be seriously weakened; 

(c) Dryness or mushy condition, when 
mushy or distinctly dry to a depth of 
more than one-fourth inch in all seg¬ 
ments at the stem end, or the equivalent 
of this amount, by volume, of mushy 
condition or dryness when occurring in 
any portion of the fruit; 

(d) Green spots or oil spots, when the 
appearance is affected to a greater extent 
than 25 green spots, caused by scale, each 
of which is equivalent to the area of a 
circle one-eighth inch in diameter; 

(e) Pitting, when seriously affecting 
the appearance or shipping quality of the 
fruit; 

(f) Scale, when occurring as a blotch 
and the aggregate area exceeds the area 
of a circle one-half inch in diameter, or 
any scale that detracts from the appear¬ 
ance of the fruit to a greater extent than 
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the area permitted for a blotch. 
“Blotch” refers to actual scale and not 
the discoloration caused by scale; 

(g) Sprayburn, when it has caused the 
skin to become hard, or when it seriously 
affects the appearance of the fruit; 

(h) Sunburn, when it has caused the 
skin to become hard, or when it seriously 
affects the appearance of the fruit; 

(i) Unsightly discoloration, when the 
color or the pattern, or a combination 
of both, causes the fruit to have a dis¬ 
tinctly unattractive appearance; 

(j) Buckskin, when it detracts from 
the appearance of the fruit to a greater 
extent than the amount of discoloration 
allowed for the grade; 

(k) Melanose, when badly caked and 
the aggregate area exceeds the area of 
a circle one-half inch in diameter, or 
when lightly caked and the aggregate 
area exceeds the area of a circle 1 inch 
in diameter, or when unsightly, or when 
it detracts from the appearance of the 
fruit to a greater extent than the amount 
of discoloration allowed for the grade; 

(l) Scars, when not fairly smooth, or 
when causing any materially depressed 
areas, or when detracting from the ap¬ 
pearance to a greater extent than the 
amount of discoloration allowed for the 
grade. Scars which are not fairly 
smooth, or which are materially de¬ 
pressed, are not permitted in either U. S. 
No. 2 or U. S. No. 2 Russet grades; and, 

(m) Scab, when not fairly smooth or 
when it materially affects the shape of 
the fruit, or when it detracts from the 
appearance to a greater extent than the 
maximum amount of discoloration al¬ 
lowed for the grade. 

§ 51.1834 Reasonably well colored. 
“Reasonably well colored” means that a 
good yellow or reddish tangerine color 
shall predominate over the green color 
on at least one-half of the fruit surface 
in the aggregate, and that each fruit 
shall show practically no lemon color. 

§ 51.1835 Very serious damage. “Very 
serious damage” means any defect which 
seriously affects the appearance, or the 
edible or shipping quality of the fruit. 
Any one of the following defects, or any 
combination of defects, the seriousness 
of which exceeds the maximum allowed 
for any one defect, shall be considered as 
very serious damage: 

(a) Ammonia tion, when scars are 
badly cracked, or when dark and the 
aggregate area exceeds the area of a 
circle 1 inch in diameter, or when light 
colored and it detracts from the appear¬ 
ance of the fruit to a greater extent 
than the area permitted for dark 
ammoniation; 

(b) Creasing, when causing the skin 
to be seriously weakened; 

(c) Dryness or mushy condition, when 
mushy or distinctly dry to a depth of 
more than one-fourth inch in all seg¬ 
ments at the stem end, or the equivalent 
of this amount, by volume, of mushy 
condition or dryness when occurring in 
any portion of the fruit; 

(d) Pitting, when it very seriously af¬ 
fects the appearance or the shipping 
quality of the fruit; 

(e) Scale, when it very seriously af¬ 
fects the appearance of the fruit; 


(f) Sprayburn, when it very seriously 
affects the appearance of the fruit; 

(g) Sunburn, when it very seriously 
affects the appearance of the fruit; 

<h> Unsightly discoloration, when the 
fruit has a very objectionable appear¬ 
ance caused by any means. The color 
or the pattern of the discoloration, or a 
combination of both, or a combination 
of defects may cause the fruit to have 
a very unsightly appearance; 

(i) Melanose. when caked to the ex¬ 
tent that the appearance of the fruit is 
very seriously affected; 

(j) Scars, when so deep, rough, or un¬ 
sightly that the appearance of the fruit 
is very seriously injured; and, 

(k) Scab, when it causes the fruit to 
be very seriously injured. 

§ 51.1836 Diameter. “Diameter” 
means the greatest dimension measured 
at right angles to a line from stem to 
blossom end of the fruit. 

The United States Standards for 
Florida Tangerines contained in this sub¬ 
part shall become effective 30 days after 
publication hereof in the Federal Reg¬ 
ister, and will thereupon supersede the 
United States Standards for Florida 
Tangerines which have been in effect 
since October 18, 1952 <§§ 51.1810 to 
51.1836). 

Dated: August 9, 1955. 

[seal] Roy W. Lennartson, 
Deputy Administrator , 
Marketing Services. 

[P. R. Doc. 55-6584; Filed. Aug. 11, 1955; 

8:50 a. m.J 


Chapter IX—Agricultural Marketing 

Service (Marketing Agreements and 

Orders), Department of Agriculture 

[958.319 Arndt. 1] 

Part 958— Irish Potatoes Grown in 
Colorado 

limitation of shipments 

Findings, (a) Pursuant to Marketing 
Agreement No. 97 and Order No. 58 (7 
CFR Part 958; 19 F. R. 9368), regulating 
the handling of Irish potatoes grown in 
the State of Colorado, effective under the 
applicable provisions of the Agricultural 
Marketing Agreement Act of 1937. as 
amended (48 Stat. 31, as amended; 7 
U. S. C. 601 et seq.), and upon the basis 
of the recommendation and information 
submitted by the area committee for 
Area No. 3, established pursuant to said 
marketing agreement and order, and 
upon other available information, it is 
hereby found that the amendment to the 
limitation of shipments, as herein pro¬ 
vided, will tend to effectuate the declared 
policy of the act. 

(b) It is hereby found that it is im¬ 
practicable and contrary to the public 
interest to give preliminary notice, en¬ 
gage in public rule making procedure, 
and postpone the effective date of this 
amendment until 30 days after publica¬ 
tion in the Federal Register (5 U. S. C. 
1001 et seq.) in that (i) the time inter¬ 
vening between the date when informa- 
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tion upon which this amendment is based 
became available and the time when this 
amendment must become effective in 
order to effectuate the declared policy of 
the act is insufficient, (ii) more orderly 
marketing in the public interest, than 
would otherwise prevail, will be promoted 
by regulating the shipment of potatoes, 
in the manner set forth below, on and 
after the effective date of this amend¬ 
ment, (iii) compliance with this amend¬ 
ment will not require any special prepa¬ 
ration on the part of handlers which 
cannot be completed by the effective date, 
(iv) reasonable time is permitted, under 
the circumstances, for such preparation, 
and (v) information regarding the com¬ 
mittee’s recommendations has been made 
available to producers and handlers in 
the production area. 

Order , as amended. The provisions of 
§ 958.319 (b) (1) (Federal Register, July 
20, 1955; 20 F. R. 5155) are hereby 
amended to read as follows: 

(b) Order . (1) During the period from 
August 15, 1955 to May 31, 1956, both 
dates inclusive, no handler shall ship any 
potatoes (i) of the Early Gem variety 
unless such potatoes are of a size not 
smaller than 2*4 inches minimum 
diameter or five ounces minimum weight, 
and meet the requirements of the U. S. 
No. 2, or better grade, (ii) of the other 
long varieties (including, but not limited 
to, White Rose and Russet Burbank) 
unless such potatoes are of a size not less 
than five ounces minimum weight, and 
meet the requirements of the U. S. No. 
2. or better grade; and (iii) of the round 
varieties (including, but not limited to, 
Irish Cobbler, Katahdin, Kennebec, Bliss 
Triumph and Pontiac) unless such pota¬ 
toes are of a size not smaller than 2% 
inches minimum diameter, and meet the 
requirements of the U. S. No. 2, or better 
grade, except that such potatoes must be 
fairly well shaped, free from damage 
caused by second growth, growth cracks, 
sunburn, and cuts, free from surface 
scab which covers an area of more than 
25 percent of the surface of the potato 
in the aggregate, and free from pitted 
scab which affects the appearance of the 
potato to a greater extent than the 
amount of the surface scab permitted: 
Provided, That an additional tolerance 
of five percent shall be allowed for pota¬ 
toes which do not meet the above speci¬ 
fied marketing limitations for shape and 
scab, and damage from second growth, 
growth cracks, sunburn, and cuts, but 
such potatoes must meet the require¬ 
ments of the U. S. No. 2 grade, as such 
terms, grades, and sizes are set forth in 
the United States Standards for Potatoes 
<§§ 51.1540 to 51.1559 of this title) in¬ 
cluding the tolerances set forth therein. 

(Sec. 5, 49 Stat. 753, as amended; 7 U. S. C. 

608c) 

Done at Washington, D. C.. this 10th 
uay of August 1955, to become effective 
August 15, 1955. 

(seal] S.R. Smith, 

Director, 

Fruit and Vegetable Division . 

IP. R. Doc. 55-6602; Filed, Aug 11, 1955; 

8:51 a. m.) 


FEDERAL REGISTER 

Part 993— Dried Prunes Produced in 
California 

ORDER FINDING THAT ESTIMATED SEASONAL 

AVERAGE PRICE OF PRUNES FOR CROP YEAR 

WHICH BEGAN AUGUST 1, 1955, WILL BE 

IN EXCESS OF PARITY AND PROVIDING FOR 

SPECIAL REGULATION OF PRUNES 

This action is being taken pursuant to 
the provisions of § 993.50 of Marketing 
Agreement No. 110, as further amended, 
and Marketing Order No. 93. as further 
amended (19 F. R. 1301), regulating the 
handling of dried prunes produced in 
California, effective under the Agricul¬ 
tural Marketing Agreement Act of 1937, 
as amended (7 U. S. C. 601 et seq.). In 
paragraph (a) of said § 993.50 it is pro¬ 
vided that, if the Secretary of Agricul¬ 
ture should find that the estimated 
seasonal average price for prunes for any 
crop year will be in excess of the price 
level contemplated by the provisions of 
section 2 (1) of the act, he shall issue an 
order in W'hich such finding is set forth, 
and, in such order, he may provide that, 
for such crop year, the handling of 
prunes shall be in accordance with the 
provisions set forth in paragraphs (b), 
(c), (d), (e), and (f) of that section. 

On the basis of information which has 
been received from the Prune Adminis¬ 
trative Committee (the administrative 
agency for the operation of this pro¬ 
gram), and other pertinent information 
which is available to this Department, it 
appears that: (a) The total supply of 
California dried prunes (natural con¬ 
dition weight) during the 1955-56 crop 
year, including the estimated handler 
carry-in as of August 1, 1955, will ap¬ 
proximate 175,000 tons, as compared 
with a supply of about 194,000 tons a 
year earlier; (b) during the 1954-55 
crop year, returns to producers averaged 
$212 per ton. or approximately 98 per¬ 
cent of the July 15, 1955, parity price for 
prunes; (c) the 1955 prune production 
will contain a higher percentage of the 
larger sizes of prunes and a lower per¬ 
centage of the smaller sizes of prunes 
than were contained in the 1954 pro¬ 
duction, and this situation should tend 
to increase the average returns to the 
producers; (d) domestic consumption of 
dried prunes is likely to remain at high 
levels during the 1955-56 crop year, due 
to such factors as population increases in 
the United States, favorable levels of 
consumer income, and the trade promo¬ 
tion activities of the dried prune indus¬ 
try; and (e) moderate increases in ex¬ 
ports of dried prunes probably will result 
from liberalization of import trade bar¬ 
riers by some foreign countries and the 
allocation of United States dollars by or 
to importing countries for purchases of 
dried fruit. 

On the basis of the aforementioned 
existing and prospective situation wdth 
respect to prunes, it is hereby found and 
determined that the estimated seasonal 
average price for primes for the crop year 
which began on August 1, 1955 will be in 
excess of the price level contemplated by 
the provisions of section 2 (1) of the 
aforementioned act (i. e., such estimated 
seasonal average price for prunes will 
exceed parity for that crop year). It is 
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further found and determined that the 
provisions of paragraphs (b), (c), (d), 
(e), and (f) of said § 993.50 will tend to 
effectuate, on and after the effective date 
of this order, the declared policy of the 
act during the crop year which began on 
August 1, 1955: 

It is therefore ordered , That such pro¬ 
visions shall apply to all handlings of 
prunes during said crop year after the 
effective date of this order: 

It is further ordered , That any and all 
surplus tonnage prunes held by handlers 
and referable to their acquisitions of 
prunes during said crop year which be¬ 
gan on August 1, 1955 shall, as soon as 
practicable after the effective time of 
this order, be released to the respective 
handlers for disposition as parts of their 
salable tonnages. 

This regulation of prunes for the re¬ 
mainder of the 1955-56 crop year is con¬ 
sidered to be necessary to assure the 
marketing of only those prunes which 
are of a quality reasonably satisfactory 
to consumers, to promote the interests 
of the dried prune industry, and to es¬ 
tablish such orderly marketing of prunes 
as will be in the public interest. 

It is also hereby found and determined 
that notice of proposed rule making, 
public participation therein, and 30 day’s 
notice prior to its effective date (see sec¬ 
tion 4 of the Administrative Procedure 
Act; 5 U. S. C. 1001 et seq.) is impracti¬ 
cable, unnecessary, and contrary to the 
public interest. The effect of this action 
wull be to reduce the restrictions which 
would otherwise be applicable. The 
crop year in question has already begun, 
and it is imperative that this action 
be made effective as soon as possible. 
The possibility that this action w^ould 
be taken is already well known to the 
prune industry. It will require no ad¬ 
vance preparation by prune handlers. 
In order to effectuate the declared policy 
of the act, this order must become ef¬ 
fective on the date of its publication in 
the Federal Register. 

(Sec. 5, 49 Stat. 753, as amended; 7 U. S. C. 
608c) 

Issued at Washington, D. C. this 8th 
day of August 1955, to become effective 
on the date on which this order is pub¬ 
lished in the Federal Register. 

[seal! S. R. Smith, 

Director , 

Fruit and Vegetable Division . 

(F. R, Doc. 55-6571; Filed, Aug. 11. 1955; 

8:48 a. m.] 

TITLE 14—CIVIL AVIATION 

Chapter II—Civil Aeronautics Admin¬ 
istration, Department of Commerce 

(Arndt. 126] 

Part 608— Restricted Areas 

ALTERATIONS 

The restricted area alterations appear¬ 
ing hereinafter have been coordinated 
with the civil operators involved, the 
Army, the Navy and the Air Force, 
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RULES AND REGULATIONS 


through the Air Coordinating Committee. 
Airspace Panel, and are adopted to be¬ 
come effective when indicated in order 
to promote safety of the flying public. 
Since a military function of the United 
States is involved, compliance with the 
notice, procedure, and effective date pro- 


(Sec. 205, 52 Stat. 984, as amended: 49 U. S. C. 
425. Interpret or apply sec. 601, 52 Stat. 
1007, as amended; 49 U. S. C. 551) 

This amendment shall become effec¬ 
tive on August 25, 1955. 

I seal] F. B. Lee, 

Administrator of Civil Aeronautics. 

IF. R. Doc. 55-6558; Filed. Aug. 11, 1955; 
8:45 a. m.J 


[Arndt. 127] 

Part 608— Restricted Areas 

ALTERATIONS 

The restricted area alterations appear¬ 
ing hereinafter have been coordinated 


2. In § 608.41, the Cherry Point, North 
Carolina, area #2 (R-125 formerly 

D-125), amended on June 9, 1955, in 20 
F. R. 4002, is further amended by chang¬ 
ing the “Description by Geographical 
Coordinates” column to read: “Begin¬ 
ning at latitude 35*46'30", longitude 
76*47'00"; southwesterly along the east 
edge of Amber civil airway No. 9 to lati¬ 
tude 34‘21'40", longitude 77 # 41'30"; 
clockwise along the arc of a circle with 
a radius of 60 statute miles centered at 
latitude 34°54'30", longitude 76°53'00"; 


visions of section 4 of the Administrative 
Procedure Act is not required. 

Part 608 is amended as follows: 

1. In § 608.14, the El Centro, Califor¬ 
nia, area (R-302 formerly D-302), 
amended on May 10, 1951, in 16 F. R. 
4311, is redesignated as follows; 


with the civil operators involved, the 
Army, the Navy and the Air Force, 
through the Air Coordinating Commit¬ 
tee, Airspace Panel, and are adopted to 
become effective when indicated in order 
to promote safety of the flying public. 
Since a military function of the United 
States is involved, compliance with the 
notice, procedure, and effective date pro¬ 
visions of section 4 of the Administrative 
Procedure Act is not required. 

Part 608 is amended as follows: 

1. In § 608.14, the Chocolate Moun¬ 
tains, California, area (R-304 formerly 
D-304), amended on November 10, 1953, 
in 18 F. R. 7056, is redesignated as 
follows: 


to latitude 34°27'10", longitude 77*47' 
45"; north along the eastern boundary 
of airway V-157 to latitude 35*29'00", 
longitude 77°40'20"; clockwise along 
the arc of a circle with a radius of 60 
statute miles centered at latitude 
34°54'30", longitude 76’53'00"; to lati¬ 
tude 35”46'30", longitude 76°47'00" 
point of beginning. And by adding to 
the “Designated Altitude” column: 
“West of Amber civil airway No. 9 from 
6000 feet MSL to unlimited, from sunset 
to sunrise.” 


(Sec. 205. 52 Stat. 984. as amended; 49 U. S. C. 
425. Interpret or apply sec. 601, 52 Stat. 
1007, as amended; 49 U. S. C. 551) 

This amendment shall become effec¬ 
tive on August 25, 1955. 

[seal] F. B. Lee, 

Administrator of Civil Aeronautics. 

[F. R. Doc. 55-6559; Filed, Aug. 11, 1955; 
8:45 a. m.) 


TITLE 19—CUSTOMS DUTIES 

Chapter I—Bureau of Customs, 
Department of the Treasury 

[T. D. 53868] 

Part 30— Foreign-Trade Zones 
designation of consignee and owner for 

CUSTOMS PURPOSES OF PRIVILEGED FOR¬ 
EIGN MERCHANDISE 

Whereas the Customs Regulations do 
not specify for privileged foreign mer¬ 
chandise who shall be accepted by the 
collector of customs as the consignee 
and owner thereof for customs purposes, 
§§ 30.6 and 30.14 of the Customs Regula¬ 
tions are hereby amended to provide 
therefor as follows: 

1. Section 30.6 is amended by addins 
new paragraph (j), as follows: 

(j) The original of the application on 
zone Form B when approved by the zone 
grantee shall be accepted by the collector 
as the equivalent of a bill of lading or 
carrier's certificate to identify the person 
designated in such Form B as the con¬ 
signee of the merchandise and its owner 
for customs purposes, except that such 
person may transfer the right to with¬ 
draw such merchandise from the zone 
to customs territory in accordance with 
§30.14 (f). 

2a. Section 30.14 is amended by re¬ 
designating paragraphs <f) through (n) 
as (g) through (o) and adding new para¬ 
graph (f), as follows: 

(f) The applicant on customs Form 
7505 or 7519 for purposes described in 
paragraph (b), (c), or (d) of this section 
shall be the consignee named in zone 
Form B as approved by the grantee (see 
§30.6 (j)), except that such consignee 
may transfer the right to transfer the 
merchandise from the zone to customs 
territory by an endorsement on customs 
Form 7505 or 7519, whichever is appli¬ 
cable, naming a designated transferee. 
Customs Form 7505 or 7519 so endorsed 
with the name of a designated trans¬ 
feree who has been approved by the 
grantee shall be accepted by the collec¬ 
tor to identify the transferee named 
therein as the consignee of the mer¬ 
chandise to be transferred and the 
owner thereof for customs purposes. 

b. In redesignated paragraphs (j) and 
(1) the reference to paragraph “(g)" is 
changed to “(h)”; in redesignated para¬ 
graph (m) the reference to paragraph 
“(k)” is changed to “(1)”; in redesig¬ 
nated paragraph (n) the references to 
paragraphs “(f) to (j)” and paragraph 
“(h)” are changed to “(g) to (k)” and 
“(i)", respectively. 


Name and location 
(chart) 

Description by geographical coordinates 

Designated 

altitudes 

Time or 
designation 

Controlling 

agency 

EL CENTRO (R- 

Beginning at latitute 32°59'35", longitude 

Surface to 

Continuous. 

Fleet Air De¬ 

302) (San Diego). 

m°43'30"; thence to latitude :t2°52 / 40 ,, t 

longitude thence southwesterly 

around tho jxTimetor of NAAS Kl Centro 
Control Zone to latitude 32° 50'05", loneitudo 
J15°44'30"; thence to latitude SZTiOW', 

longitude 115°55W'; thence to latitudo 
32°55'50", longitude 115°M'00"; thence to 

latitude 33°01'20", longitude 116°0*2'15"; 
thence to latitude 33°(K‘/35", longitude 
115°6«'50"; thence to latitude 33°06'35", 

longitude 115°51T2"; thence to point of be¬ 
ginning. 

unlimited. 

tachment, El 
Centro, Calif. 


2. In § 608.14, the Salton Sea, California, area (R-303 formerly D-303), amended 
on June 3, 1952, in 17 F. R. 4977, is redesignated as follows: 


Name and location 
(chart) 

Description by geographical coordinates 

Designated 

altitudes 

Time of 
designation 

Controlling 

agency 

SALTON SEA 

Beginning at latitudo 33°18'00", longitude 
115°44'00"; thence to latitude 33°l0 # 40" f longi¬ 
tude 115°44W'; thence to latitude 33°l0'4<r, 
longitude 115°4 < J , .'iO ,/ ; thence to lutltude 33°- 
23'I.V\ longitude 115°58'40"; thence to latitude 
33°26'15", longitude 115°54W'; thence to 
point of beginning. 

Surface to 

Continuous. 

CO NAAS El 

( R-303) (San 
Diego). 

unlimited. 

Contro, 

Calif. 


Name and location 
(chart) 

Description by geograpliical coordinates 

Designated 

altitudes 

Time of 
designation 

Controlling 

agency 

CHOCOLATE 

Beginning at latitude 33°32'40" N., longitude 

Surface to 

24 hours 

Fleet Air Do- 

MOUNTAINS, 

(R-304) (San 
Diego). 

115°33 , . r >0 // W.; SE along a road at latitude 
33°23\ r »0" N., longitude 115°14'30" W; south¬ 
west to latitude 33°24'15" N., longitude 115° 
17'00" W.: southeast and northeast along a 
road to latitude 33 0 22\*iO" N., longitude 115° 
09'58" W.; southeast to latitude 33°G8'4/i" N., 
longitude U4°fi6'40" W.; southwest to lati¬ 
tude 33°01'00" N., longitude I16°06'00" W.; 
northwest to latitude 33°2S'30" N., longitude 
115°42'10" \V.; northeast to latitude 33°32'40 // 
N„ longitude m°33'50" W , point of begin¬ 
ning. Except for that portion which is in 
conllict with Victor civil airway 117. 

unlimited. 

daily. 

tuch men t, 
El Centro, 
Calif. 
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3. In § 30.17 (a), the reference to 
“§30.14 (f) through (i)” is changed to 
“§30.14 (g) through (j).” 

(R. S. 161, 251, secs. 1-21, 48 Stat. 998, 999, 
as amended. 1000-1003, sec. 624, 46 Stat. 759; 
5 U. S. C. 22, 19 U. S. C. 66, 81a-Blu, 1624) 

[seal] Ralph Kelly, 

Commissioner of Customs . 

Approved: August 3, 1955. 

H. Chapman Rose, 

Acting Secretary of the Treasury . 

[F. R. Doc. 55-6573; Filed, Aug. 11, 1955; 
8:48 a. m.) 


TITLE 29—LABOR 

Chapter V—Wage and Hour Division, 
Department of Labor 

Part 711— Electrical, Instrument, and 
Related Manufacturing Industries 
in Puerto Rico 

MINIMUM WAGE ORDER 

Pursuant to the provisions of the Ad¬ 
ministrative Procedure Act (5 U. S. C. 
1001), notice was published in the Fed¬ 
eral Register on August 2, 1955 (20 F. R. 
5503), of my proposed decision to ap¬ 
prove the recommendations of Special 
Industry Committee No. 16-A for the 
Electrical, Instrument, and Related 
Manufacturing Industries in Puerto 
Rico, together with the wage order which 
I proposed to issue to carry such deci¬ 
sion into effect. 

As indicated in the notice, my findings 
and conclusions in this matter were set 
forth in a document entitled “Findings 
and Opinion in the Matter of the Rec¬ 
ommendations of Special Industry Com¬ 
mittee No. 16-A for Puerto Rico for 
Minimum Wage Rates in the Electrical, 
Instrument, and Related Manufacturing 
Industries in Puerto Rico.’* 

Since a bill entitled “Fair Labor Stand¬ 
ards Amendments of 1955”, which was 
recently approved by the Congress, will 
require a different procedure for the 
promulgation of wage orders for Puerto 
Rico, if and when approved by the Presi¬ 
dent, it is essential to expedite all such 
matters now pending in the Department 
of Labor in order to prevent the loss of 
time, effort, and money already invested 
in them. In view of these circumstances, 
consideration was given to the fact that 
section 8 (c) of the Administrative Pro¬ 
cedure Act (5 U. S. C. 1001) permits 
the Agency to omit tentative decisions 
“in any case in which the agency finds 
upon the record that due and timely exe¬ 
cution of its functions imperatively so 
requires”. It was therefore found upon 
the record that due and timely execution 
of the functions of this agency in these 
circumstances did not require the total 
elimination of the tentative decision to 
approve the recommendations of Special 
Industry Committee No. 16-A for the 
Electrical, Instrument, and Related 
Manufacturing Industries in Puerto Rico, 
but did require shortening the usual pe¬ 
riod for filing exceptions to five days. 
This period has now expired. 

The only exceptions that have been 
filed are those on behalf of The Elec¬ 
tronic Industries Association of Puerto 
Rico and Sprague Caribe Company to the 
effect that the minimum hourly wage of 


70 cents for the General Division of the 
Industry would cause substantial cur¬ 
tailment of employment. The argu¬ 
ments now submitted in support of these 
exceptions were urged by counsel for this 
Association and this Company at the 
hearing on the Committee’s recommen¬ 
dations. These arguments have been 
considered and are discussed in the Find¬ 
ings and Opinion referred to in my Notice 
of Proposed Decision. It appears, there¬ 
fore, that no further discussion of them 
is appropriate, and they are overruled. 

Accordingly, pursuant to authority 
under the Fair Labor Standards Act of 
1938 (29 U. S. C. 201 et seq.), Reorgani¬ 
zation Plan No. 6 of 1950 (5 U. S. C. 611), 
General Order No. 45-A (15 F. R. 3290) 
and, the position of the Administrator 
being presently vacant. General Order 
No. 85 (20 F. R. 2066), the said decision 
is affirmed and made final; the recom¬ 
mendations of Special Industry Com¬ 
mittee No. 16-A for minimum wage rates 
in the Electrical, Instrument, and Re¬ 
lated Manufacturing Industries in Puerto 
Rico are hereby approved; and a wage 
order, designated as Part 711 (29 CFR, 
Part 711), is hereby issued to read as 
follows: 
sec. 

711.1 Approval of recommendations of in¬ 

dustry committee. 

711.2 Wage rates. 

711.3 Notice of order. 

711.4 Definition of the electrical. Instru¬ 

ment, and related manufacturing 

industries in Puerto Rico, and 

divisions thereof. 

Authority: §§711.1 to 711.4 issued under 
sec. 8, 52 Stat. 1064, as amended, 29 U. S. C. 
208. 

§711.1 Approva l of recommendations 
of industry committee . The commit¬ 
tee’s recommendations are hereby ap¬ 
proved. 

§ 711.2 Wage rates, (a) Wages at a 
rate of not less than 60 cents an hour 
shall be paid under section 6 of the Fail- 
Labor Standards Act of 1938, as 
amended, by every employer to each of 
his employees in the lens and thermome¬ 
ter division of the electrical, instrument, 
and related manufacturing industries in 
Puerto Rico who is engaged in commerce 
or in the production of goods for com¬ 
merce. 

(b) Wages at a rate of not less than 
65 cents an hour shall be paid under 
section 6 of the Fair Labor Standards 
Act of 1938, as amended, by every em¬ 
ployer to each of his employees in the 
resistance-type household appliance 
division of the electrical, instrument, 
and related manufacturing industries in 
Puerto Rico who is engaged in commerce 
or in the production of goods for com¬ 
merce. 

(c) Wages at a rate of not less than 70 
cents an hour shall be paid by every em¬ 
ployer to each of his employees in the 
general division of the electrical, instru¬ 
ment, and related manufacturing indus¬ 
tries in Puerto Rico who is engaged in 
commerce or in the production of goods 
for commerce. 

§ 711.3 Notice of order. Every em¬ 
ployer employing any employees so en¬ 
gaged in commerce or in the production 
of goods for commerce in the electrical, 
instrument, and related manufacturing 


industries in Puerto Rico shall post in 
a conspicuous place in each department 
of his establishment where such em¬ 
ployees are working such notices of this 
order as shall be prescribed, from time 
to time, by the Wage and Hour Division 
of the United States Department of 
Labor and shall give such other notice 
as the Division may require. 

§ 711.4 Definition of the electrical 
instrument, and related manufacturing 
industries in Puerto Rico, and divisions 
thereof, (a) (1) The electrical, instru¬ 
ment, and related manufacturing indus¬ 
tries in Puerto Rico to which this part 
shall apply are hereby defined as fol¬ 
lows : The manufacture, assembly, or re¬ 
pair of machinery, apparatus or equip¬ 
ment and supplies for the generation, 
storage, transmission, transportation, or 
utilization of electrical energy, and the 
manufacture, assembly, or repair of in¬ 
struments, apparatus, and equipment for 
scientific, professional, industrial, in¬ 
dustrial-measurement, photographic, 
musical or horological purposes: Pro¬ 
vided, however, That the definition shall 
not include (i) industrial and commer¬ 
cial machinery powered by electric 
motors, (ii) measuring-and-dispensing 
pumps, or (iii) any activity included in 
the clay and clay products industry, the 
jewel cutting and polishing industry, or 
the stone, glass, and related products in¬ 
dustry as defined in the wage orders for 
those industries in Puerto Rico. 

(2) The definition contained in sub- 
paragraph (1) of this paragraph super¬ 
sedes the definition contained in any and 
all wage orders issued heretofore for 
other industries in Puerto Rico to the 
extent that such definitions include 
products or operations covered by the 
definition of these industries. 

(b) The separable divisions of the in¬ 
dustries defined in paragraph (a) (1) of 
this section to which this part shall 
apply are hereby defined as follows: 

(1) Lens and thermometer division. 
This division consists of the grinding and 
manufacture of optical and ophthalmic 
lenses and prisms and the manufacture 
of glass thermometers and hydrometers. 

(2) Resistance-type household appli¬ 
ance division. This division consists of 
the manufacture of household electrical 
appliances of the resistance type and 
parts therefor, used for heating, cooking 
and other purposes (except illumina¬ 
tion) , including, but without limitation, 
electric ranges, stoves, hotplates, cook¬ 
ers, casseroles, roasters, toasters, heaters, 
irons, and percolators. 

(3) General division. This division 
consists of all products and activities in¬ 
cluded in the electrical, instrument, and 
related manufacturing industries, as de¬ 
fined in paragraph (a) (1) of this sec¬ 
tion, except products and activities in¬ 
cluded in the lens and thermometer di¬ 
vision and the resistance-type household 
appliance division as defined in this part. 

This wage order shall become effective 
September 12, 1955. 

Signed at Washington, D. C., this 9th 
day of August 1955. 

Stuart Rothman, 
Solicitor of Labor. 

IF. R. Doc. 55-6585; Filed. Aug. 11, 1955; 

8:50 a. m.| 
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TITLE 38—PENSIONS, BONUSES, 
AND VETERANS’ RELIEF 

Chapter I—Veterans Administration 

Part 3— Veterans Claims 

PROCUREMENT OF AUTOMOBILES AND OTHER 

CONVEYANCES FOR DISABLED VETERANS 

In § 3.1500, paragraph (d) is amended 
to read as follows: 

§ 3.1500 Procurement of automobiles 
and other conveyances for disabled vet¬ 
erans. • • * 

(d) Time limit for filing claim. Un¬ 
der the provisions of section 5 as 
amended by Public Law 92, 84th Con¬ 
gress, veterans within the purview of the 
legislation may file an application for 
such benefits: 

(1) Within 5 years after October 20, 
1951. or within 5 years after the date 
of the veteran’s discharge or release 
from active World War II or Korean 
Conflict service if the veteran is not dis¬ 
charged or released until after October 
20, 1951. 

(2) Within 3 years after occurrence 
of the disability in the case of any vet¬ 
eran whose qualifying conditions oc¬ 
curred subsequent to his discharge or 
release from active World War n or 
Korean Conflict service. (The purpose 
of tills provision of the law may be il¬ 
lustrated by the case of a veteran who 
is discharged with an injury to one of 
his feet. Treatment is given over a 
number of years, but eventually amputa¬ 
tion is directed by the physician. The 
time for filing may have expired or so 
nearly so as not to permit the veteran 
to meet such time limit in view of the 
existing circumstances. This provision 
of the law would grant such a veteran 
three years from the date of the oc¬ 
currence of the required disability to 
file for his grant towards the purchase 
of a car.) 

(3) Within one year from the date on 
which entitlement to compensation for 
the required conditions shall have been 
determined. (The purpose of this pro¬ 
vision is to grant a period of one year 
from the date service connection is 
initially established for one of the en¬ 
titling conditions in claims in which 
service connection was not established 
until after the basic time for filing had 
expired. This may be illustrated by a 
veteran whose case was not adjudicated 
or allowed by the Board of Veterans Ap¬ 
peals until after the basic time for filing 
for a car had expired.) (Instruction 
1-A, Public Law 187, 82d Congress, as 
amended by Public Law 92, 84th 
Congress.) 

(Sec. 5, 43 Stat. 608, as amended, sec. 2, 46 
Stat. 1016, sec. 7. 48 Stat. 9; 38 U. S. C. 11a, 
426, 707) 

This regulation is effective August 12, 
1955. 

[sealI J. C. Palmer, 

Assistant Deputy Administrator. 

IF. R. Doc. 55-6578; Filed, Aug. 11. 1955: 

8:49 a. m.j 


RULES AND REGULATIONS 

Part 36— Servicemen’s Readjustment 
Act of 1944 

SUBPART A—TITLE Hi; LOAN GUARANTY 

1. In § 36.4301, a new paragraph (hh) 
is added as follow's: 

§ 36.4301 Definitions. • * * 

(hh) “Registered mail.” The term 
“registered mail” wherever used in the 
regulations concerning guaranty or in¬ 
surance of loans to veterans shall include 
certified mail. 

2. In § 36.4302, paragraphs (a) (1), 
(2), and (3) and (c) are amended to read 
as follows: 

§ 36.4302 Computation of guaranties 
or insurance credits, (a) For the pur¬ 
pose of computing guaranty in respect to 
a loan to a veteran, the following max¬ 
ima cannot be exceeded: 

(1) 501 (b) and 501 (c> Loans: 60 per¬ 
cent of the original principal amount, or 
$7,500, whichever is less. 

(2) Real estate loans except 501 (b) 
and 501 (c) Loans: 50 percent of the 
original principal amount, or $4,000, 
whichever is less. 

(3) Non-real estate loans except 501 
(b) and 501 (c) Loans: 50 percent of the 
original principal amount, or $2,000, 
whichever is less. 

• * • * • 

(c) Subject to the provisions of para¬ 
graph (g) of § 36.4303, the following 
formula shall govern the ascertainment 
of the amount of the guaranty or insur¬ 
ance entitlement which remains avail¬ 
able to an eligible veteran after prior 
use of entitlement: Add to the amount 
of such entitlement previously used for 
realty, twice the amount previously used 
for nonrealty purposes. Subtract this 
sum from $4,000. The sum remaining 
is the amount available for the guaranty 
or insurance of a real estate loan other 
than a section 501 (b) or 501 (c) loan 
and one-half of such sum is available for 
a non-real estate loan. For the pur¬ 
pose of ascertaining the amount of guar¬ 
anty entitlement which remains avail¬ 
able for a section 501 (b) or 501 (c) loan 
after prior use of entitlement, add to 
the amount of such entitlement pre¬ 
viously used for realty, twice the amount 
previously used for nonrealty purposes. 
Subtract this sum from $7,500. The 
sum remaining is the amount of entitle¬ 
ment available for section 501 (b) or 
501 (c) purposes. 

* • * ♦ * 

3. In paragraph (a) of § 36.4306, sub- 
paragraph (4) is amended and new sub- 
paragraph (5) is added as follows: 

§ 36.4306 Refunding of outstanding 
indebtedness, (a) • • • 

(4) Such obligation is eligible under 
section 507 of the act, or 

(5) If the indebtedness is secured by 
a lien against land owned by the veteran 
on which a farm residence is to be con¬ 
structed with the loan proceeds, a por¬ 
tion of the loan proceeds may be ex¬ 
pended to liquidate such lien, but only if 
the reasonable value of the land is equal 
to or in excess of the amount of the lien. 

• • • ♦ • 


4. Section 36.4346 is revised to read as 
follows: 

§ 36.4346 Purchase, construction, re¬ 
pair, alteration, or improvement of a 
farm residence, (a) No loan for the 
purchase, construction, alteration, im¬ 
provement, or repair of a farm residence 
shall be eligible for guaranty or insur¬ 
ance pursuant to section 501 (c) of the 
act unless such loan is approved by the 
Administrator prior to disbursement, nor 
shall any loan for constructing or im¬ 
proving a farmhouse be eligible for guar¬ 
anty or insurance pursuant to section 502 
(b) of the act unless approved by the 
Administrator prior to disbursement. 

(b) No loan made for any of the pur¬ 
poses specified in section 501 (c) of the 
act shall be eligible for guaranty there¬ 
under if made in combination with a sec¬ 
tion 502 or section 503 loan. 

(Sec. 504, 58 Stat. 293, as amended; 38 U. S. C. 
694d) 

This regulation Is effective August 12, 
1955. 

[sealI j. C. Palmer, 

Assistant Deputy Administrator. 

[F. R. Doc. 55-6577; Filed, Aug. 11, 1955; 

8:49 a. m.j 


TITLE 43—PUBLIC LANDS: 
INTERIOR 

Chapter I—Bureau of Land Manage* 
ment. Department of the Interior 

Appendix C—Public Land Orders 

(Public Land Order 1176] 

Arizona and Colorado 

RESERVATION OF LANDS WITHIN NATIONAL 
FORESTS AS ADMINISTRATIVE SITES, REC¬ 
REATION AREAS, OR FOR OTHER PUBLIC 
PURPOSES; REVOKING DEPARTMENTAL OR¬ 
DER OF MAY 28, 1907 

Correction 

In F. R. Document 55-5267, appearing 
in the issue for Friday, July 1, 1955, on 
page 4687 insert the date “June 27, 1955” 
at the end of the document. 


[Public Land Order 1201] 
Wyoming 

REVOKING PUBLIC LAND ORDER 811 OF MARCH 
7, 1952, WHICH WITHDREW PUBLIC LANDS 
AND RESERVED MINERALS IN PATENTED 
LANDS FOR USE OF THE UNITED STATES 
ATOMIC ENERGY COMMISSION 

Correction 

In Federal Register Document 55-6419, 
published at page 5686 in the issue for 
Saturday, August 6, 1955, the land de¬ 
scription in paragraph 3 for section 26 of 
T. 43 N., R. 76 W., should read as follows: 
“Sec. 26, N&NEft, SBftNBK, W%NW%» 

swi4, swy 4 SBy 4 ;” 
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[Public Land Order 1203] 

Alaska 

WITHDRAWING PUBLIC LAND FOR USE OF 
DEPARTMENT OF THE AIR FORCE FOR MILI¬ 
TARY PURPOSES 

By virtue of the authority vested in 
the President and pursuant to Ex¬ 
ecutive Order No. 10355 of May 26, 1952, 
it is ordered as follows: 

Subject to valid existing rights, the 
following-described public land in 
Alaska is hereby withdrawn from all 
forms of appropriation under the public- 
land laws, including the mining and 
mineral-leasing laws, and reserved for 
use of the Department of the Air Force 
for military purposes: 

Fairbanks Meridian 

T. 2 S.. R. 3 E. (unsurveyed). 

Sec. 22, SE»/ 4 SE!4: 

Sec. 23. NW&SEV4. 

T. 2 S., R. 4 E. (unsurveyed), 

Sec. 17. SWV45 
Sec. 18. SE»/ 4 ; 

Sec. 19. NV6: 

Sec. 20. NWV4. 

T. 2 S.. R. 3 E. (surveyed), 

Sec. 27. E*£. 

The areas described aggregate 1,200 

acres. 

Orme Lewis, 

Assistant Secretary of the Interior . 
August 8, 1955. 

| F. R. Doc. 55-6561; Filed, Aug. 11. 1955; 
8:46 a. m.j 


[Public Land Order 1204] 
California 

TRANSFERRING JURISDICTION OVER THE OIL 
AND GAS DEPOSITS IN CERTAIN LANDS 
OWNED BY THE UNITED STATES 

Whereas the hereinafter-described 
lands, title to which has been acquired 
by the United States, comprising the 
U. S. Naval Ammunition and Net Depot, 
Seal Beach, California, are reported to 
be subject to drainage of their oil and 
gas deposits by wells on adjacent lands 
in private ownership; and 
Whereas it is necessary in the public 
interest that such protective action be 
taken as will prevent loss to the United 
States by reason of the drainage or 
threatened drainage from the said lands; 
and 

Whereas, in order to facilitate such 
action, it is considered advisable that 
jurisdiction over the oil and gas deposits 
in such lands be transferred from the 
Department of the Navy to the Depart¬ 
ment of the Interior; and 
Whereas such transfer has the concur¬ 
rence of the Secretary of the Navy; 

Now, therefore, by virtue of the au¬ 
thority vested in the President and pur¬ 
suant to Executive Order No. 10355 of 
May 26, 1952, it is ordered as follows: 

1. The jurisdiction over the oil and 
gas deposits in the following-described 
lands is hereby transferred from the 
Department of the Navy to the Depart¬ 
ment of the Interior: 

Area No. 1 

The east one-half of Section 5. Township 5 
South. Range 11 West, more particularly 
described as follows; 

No. 157-2 


Beginning at the point of Intersection of 
the center lines of Garden Grove Avenue and 
Bolsa Chica Road, thence southerly with the 
center line of Bolsa Chica Road for a distance 
of 5294.71 feet to a point of Intersection with 
the center line of West Seventeenth Street: 
thence westerly with the center line of West 
Seventeenth Street 2.661.18 feet to the North 
and South center line of Section 5, T. 5 S., 
R. 11 W; thence northerly with the North and 
South center line of said Section 5. 5,295 feet 
more or less, to the center line of Garden 
Grove Avenue; thence easterly with the 
center line of Garden Grove Avenue 2.659.63 
feet to the center line of Bolsa Chica Road, 
the point of beginning. 

Area No. 2 

Beginning at the point of intersection of 
the center lines of Bolsa Chica Road and 
Smeltzcr Avenue, thence westerly with the 
center line of Smeltzer Avenue 8,843.23 feet to 
a point of intersection with the compromise 
line between the Bolsa Chica and Los Alami- 
tos Ranchos; thence in a northeasterly direc¬ 
tion with the compromise line between the 
Bolsa Chica and Los Alamitos Ranchos to a 
point of intersection with the center line of 
Bolsa Chica Road, said center line extending 
N. 0* 24' 05" W.. 7.309.42 feet from its point 
of intersection with the center line of 
Smeltzer Avenue: thence S. 0° 24' 05" E., with 
the center line of Bolsa Chica Avenue 7,309.42 
feet to the point of intersection with the 
center line of Smeltzer Avenue the point of 
beginning. 

Area No. 3 

Beginning at the most northeasterly cor¬ 
ner of a parcel of land conveyed by Alamitos 
Land Company, a corporation, to George B. 
Arvanitis by Deed recorded January 17. 1944, 
in Book 1224, page 539. official records of 
Orange County. California, and as shown in 
Book 14, page 36. record of Survey of said 
county, said point of beginning also being 
in the northerly line of Tide Land Location 
No. 141, as recorded in Book 1, page 194 of 
Patents, records of said county, said corner 
also being identified as the most northerly 
corner of Parcel 174-2 in Case No. 3436-RJ 
Civil, instituted by the United States to ac¬ 
quire lands for the Naval Ammunition and 
Net Depot, Seal Beach, California, thence S. 
37° 17' 13" W., 592.26 feet to a point in the 
northeasterly line of former California State 
Highway; thence southeasterly along the arc 
of a curve, having a radius of 1,350 feet. 211.73 
feet to a line tangent; thence continuing 
along the northeasterly line of former Cali¬ 
fornia State Highway S. 52° 58' 07" E., 18.29 
feet to a tangent curve having a radius of 
1,350 feet; thence along said curve for an 
arc distance of 759.33 feet; thence S. 46* 31' 
53" W.. leaving the northeasterly line of 
former California State Highway, for a dis¬ 
tance of 88.09 feet to the northeasterly 
right-of-way line of the Pacific Electric Rail¬ 
way; thence in a northwesterly direction 
along the northeasterly right-of-way line of 
said Pacific Electric Railway, a distance of 
450.51 feet, said northeasterly right-of-way 
line of said Pacific Electric Railway being 
an arc of a circle, convex northeasterly hav¬ 
ing a radius of 5,754.60 feet, the long chord 
of said arc of a circle forming an angle of 
94* 17' 01" (measured from northeasterly to 
north to northwesterly) with the last de¬ 
scribed radial line; thence ii^a southwest¬ 
erly direction along a radial Me. said radial 
line being at right angles to the tangent to 
the last mentioned arc at said point, to its 
intersection with the southwesterly right-of- 
way line of said Pacific Electric Railway, a 
distance of 50 feet more or less; thence in a 
northwesterly direction along said south¬ 
westerly right-of-way line of said Pacific 
Electric Railway, a distance of 738.06 feet 
more or less to its intersection with the ex¬ 
tension northeasterly of the southeasterly 
line of Lots 45 and 119 in locks “C" and 
*'B”, respectively in "Surf Side Colony", 


Phillips and Hambaugh Realty Construction 
Corporation Subdivision, as recorded In Book 
4 of Maps, pages 4. 5 and 6, in the Recorder's 
Office of Orange County, said southwesterly 
right-of-way line of said Pacific Electric 
Railway being an arc of a circle, convex 
northeasterly and having a radius of 5.704.6 
feet the long chord of said arc of a circle 
having an angle of 86° 17' 36.6" (as measured 
from southwesterly to west to northwesterly) 
with the last mentioned radial line; thence 
in a southwesterly direction along the ex¬ 
tension northeasterly of the southeasterly 
line of Lots 45 and 119 and the southeast¬ 
erly line of said Lots to the southeasterly 
corner of the aforementioned Lot 119, a dis¬ 
tance of 90.10 feet more or less; thence in a 
northwesterly direction along the south¬ 
westerly line of said Lot 119 to its intersec¬ 
tion with the extension northeasterly of the 
southeasterly line of Lot 120 in Block "A" in 
said "Surf Side Colony" a distance of 11.41 
feet more or less; thence in a southwesterly 
direction along the extension northeasterly 
of said southeasterly line of said Lot 120 and 
the southeasterly line of said Lot to the 
Ordinary High Tide Line of the Pacific Ocean; 
thence in a general northerly and north¬ 
westerly direction with the Ordinary High 
Tide Line of the Pacific Ocean 4,000 feet 
more or less; thence in a general northerly, 
northeasterly and southeasterly direction 
following the Ordinary High Tide Line of 
the Pacific Ocean and Anaheim Bay for a 
distance of 4,700 feet more or less to a point 
of intersection with the North and South 
center line of Section 13. T. 5 N.. R. 12 W. 
and a line extended northwesterly with a 
bearing of N. 87* 30' 07" W., for a distance 
of 800 feet, more or less from the point of 
beginning of this description; thence fol¬ 
lowing said line S. 87® 30' 07" E.. 800 feet 
more or less to the point of beginning. 

Area No. 4 

Starting at a point on the northerly line 
of Bolsa Avenue, 387.25 feet westerly of the 
North and South center line of Section 12, 
T. 5 S.. R. 12 W.; thence N. 0° 11' 19" E., 1,020 
feet; thence N. 89° 48' 41" W.. 136.8 feet to 
the Point of Beginning of this description; 
thence S. 31’ 24' 53" W.. 121.91 feet; thence 
N. 0° 11' 19" E., 102.24 feet; thence S. 89° 
48' 41" E., 63.2 feet to the point of beginning. 

Area No. 5 

A strip of land 100 feet In width being a 
portion of Lot "C-2" of the Partition of the 
Rancho Los Alamitos according to Plat of 
the Rancho Los Alamitos filed in Case No. 
13527 of the Superior Court of the County of 
Los Angeles, State of California, said strip of 
land being 50 feet on each side of the fol¬ 
lowing described center line: 

Beginning at Railway Survey Station 
1320 + 08 of the surveyed center line of the 
Pacific Electric Railway as shown on Plat "B" 
attached to said deed and made a part there¬ 
of; said Station being in the boundary line 
between Lot "B-2" and said Lot "C-2" ac¬ 
cording to said Plat in Case No. 13527 afore¬ 
said and South 31* 17' West 1,224.58 feet a 
little more or less from the most easterly 
corner of said Lot "B-2”; thence from Bald 
point of beginning South 42° 24' East 953.6 
feet to Railway Survey Station 1329 + 61.6 of 
the surveyed center line of the Pacific Elec¬ 
tric Railway as shown on the above men¬ 
tioned Plat "B", said last mentioned Station 
being in Course No. 42 of the Survey of the 
Rancho Los Alamitos made under instruc¬ 
tions of the Survey General of the United 
States by Deputy Surveyor G. H. Thompson 
November 28. 1873, and recorded in Record of 
Patents of Los Angeles County, California, In 
Book 1. page 453; said Course No. 42 being 
part of the Southern boundary line of said 
Lot "C-2" and said Railway Survey Station 
1329 + 61.6 being South 57® 00' West 301.75 
feet, a little more or less, from Station No. 
42 of the above mentioned survey of the 
Rancho Los Alamitos. 
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RULES AND REGULATIONS 


Excepting therefrom that portion there¬ 
of lying northwesterly of the southwesterly 
prolongation of the southeasterly line of Bay 
Boulevard as recorded In Book 554, page 318 
of Deeds, Records of Orange County. 

Area No. 6 

All that portion of the southwest quarter 
of Section 13. T. 5 S., R. 12 W.; contained 
within Lots 6. 7 and 8, Tide Land Survey No. 
3 as recorded In Miscellaneous Map Book 
27. pages 23 and 24 of Official Records of 
Orange County. California. 

Excluding therefrom any portion of the 
following described parcel lying within the 
said southwest quarter of Section 13, T. 5 S., 
R. 12 W.. described as follows: 

A parcel of land In Section 13, T. 5 S.. R. 
12 W., SBB&M. In Orange County, California, 
•within Tract No. 893 os shown In Book 27, 
pages 23 and 24, Miscellaneous Maps of said 
Orange County, and within the limits of 
that certain parcel of land acquired by the 
United States under Condemnation Case 
3436--WM Civil In the District Court of the 
United States In and for the Southern Dis¬ 
trict of California, Central Division, more 
particularly described as follows: 


Beginning at the common corner of Sec¬ 
tions 12 and 13. T. 6 S.. R. 12 W. and Sections 
7 and 18, T. 5 S., R. 11 W; thence westerly 
along the north line of said Section 13. 
1,647 feet; thence southerly and parallel to 
the east line of said Section 13. 693 feet; to 
the true point of beginning: Thence east¬ 
erly and parallel to the north line of said 
Section 13. 1,000 feet; thence southerly and 
parallel to the east line of said Section 13, 
2,000 feet; thence westerly and parallel to 
the north line of said Section 13 to the north¬ 
easterly right-of-way line of the California 
State Highway (U. S. 101) as shown in Deed 
recorded in Book 1537. page 319, Official Rec¬ 
ords of said Orange County: thence 70 feet 
along the arc of a curve concave to the 
southwest, having a radius of 2,150 feet, said 
arc forming a part of the northeasterly 
right-of-way line of said California State 
Highway (U. S. 101); thence leaving said 
northeasterly right-of-way line northeast¬ 
erly in a straight line to the true point of 
beginning, containing 75.9 acres more or 
less. 

2. The Secretary of the Interior shall 
take such action as may be necessary to 
protect the United States from loss on 


account of drainage or threatened drain¬ 
age of oil and gas from such lands. 

3. The jurisdiction of the Department 
of the Interior over such lands shall 
he subject to the primary jurisdiction of 
the Department of the Navy over the 
lands for naval purposes. 

4. Prior to any advertisement for bids 
to lease any of the lands mentioned 
herein, the Department of the Navy shall 
have the opportunity to indicate the 
further reservations and restrictions 
that are to be included in the proposed 
lease or leases. 

5. All moneys received as royalties un¬ 
der leases, or otherwise, on account of 
oil and gas extracted from such lands 
shall be paid into the Treasury of the 
United States and credited to miscella¬ 
neous receipts. 

Orme Lewis, 

Assistant Secretary of the Interior. 

August 8, 1955. 

[P. R. Doc. 55-6562; Filed, Aug. 11, 1955; 

8:46 a. m.J 


PROPOSED RULE MAKING 


DEPARTMENT OF THE TREASURY 

Interna! Revenue Service 
[ 26 CFR (1954) Part 1 1 

Income Tax: Taxable Years Beginning 

After Dec. 31. 1953; Partnerships 

NOTICE OF PROPOSED RULE MAKING 

Notice is hereby given, pursuant to the 
Administrative Procedure Act. approved 
June 11, 1946, that the regulations set 
forth in tentative form below are pro¬ 
posed to be prescribed by the Commis¬ 
sioner of Internal Revenue with the 
approval of the Secretary of the Treas¬ 
ury. Prior to final adoption of such 
regulations, consideration will be given 
to any data, views, or arguments per¬ 
taining thereto which are submitted in 
writing, in duplicate, to the Commis¬ 
sioner of Internal Revenue, Attention: 
T:P, Washington 25, D. C., within the 
period of 30 days from the date of pub¬ 
lication of this notice in the Federal 
Register. The proposed regulations are 
to be issued under the authority con¬ 
tained in sections 702, 704, 705. 706, 732, 
736, 743, 751, 754, 755, 761, 771, and 7805 
of the Internal Revenue Code of 1954 
(68A Stat. 239, 240, 242, 246, 248, 249, 250, 
251. 252, 253, and 917). 

Tseal] T. Coleman Andrews, 

Commissioner of Internal Revenue. 

The following regulations relating to 
partners and partnerships are hereby 
prescribed under subchapter K of chap¬ 
ter 1 of the Internal Revenue Code of 
1954: 

Partners and Partnerships 
determination of tax liability 

§ 1.701 Statutory provisions; part- 
tiers, not partnership, subject to tax. 

Sec. 701. Partners, not partnership, sub¬ 
ject to tax . A partnership as such shall not 


be subject to the Income tax imposed by this 
chapter. Persons carrying on business as 
partners shall be liable for income tax only 
in their separate or Individual capacities. 

§ 1.701-1 Partners, not partnership, 
subject to tax —(a) In general. Partners 
are liable for income tax only in their 
separate capacities. Partnerships as 
such are not subject to the income tax 
imposed by subtitle A but are required to 
make returns of income under the pro¬ 
visions of section 6031. For definition of 
the terms “partner” and “partnership,” 
see section 761 and § 1.761-1. 

(b) Partnership returns. Every part¬ 
nership shall make a return for each 
taxable year. The return shall state 
specifically the items of partnership gross 
income and the deductions allowable by 
subtitle A or, in the case of certain un¬ 
incorporated organizations described in 
§ 1.761-1 (b), such information as is re¬ 
quired under that section. The return 
shall be made on Form 1065 and shall 
contain the information required by the 
form or instructions issued with respect 
thereto. Such return shall be made for 
the taxable year of the partnership, irre¬ 
spective of the taxable years of the part¬ 
ners. For taxable years of a partner¬ 
ship and a partner, see section 706 (b) 
and § 1.706-1 (b). See section 703 and 
§ 1.703-1 for partnership computations. 
The partnership return shall include the 
names and Addresses of the persons who 
are entitled to share in the partnership 
income or loss and the amount of the 
distributive share of each such person, 
whether or not distributed. The return 
shall be signed by any one of the part¬ 
ners. The fact that a partner’s name is 
signed on the return shall be prima facie 
evidence that such partner is authorized 
to sign the return on behalf of the part¬ 
nership. See section 6063. 


§ 1.702 Statutory provisions; in¬ 
come and credits of partner . 

Sec. 702. Income and credits of partner — 
(a) General rule. In determining his income 
tax, each partner shall take into account 
separately his distributive share of the part¬ 
nership’s— 

(1) Gains and losses from sales or ex¬ 
changes of capital assets held for not more 
than 6 months, 

(2) Gains and losses from sales or ex¬ 
changes of capital assets held for more than 
6 months, 

(3) Gains and losses from sales or ex¬ 
changes of property described in section 
1231 (relating to certain property used in 
a trade or business and involuntary conver¬ 
sions ), 

(4) Charitable contributions (as defined In 
section 170 (c)), 

(5) Dividends with respect to which there 
is provided a credit under section 34, an ex¬ 
clusion under section 116, or a deduction 
under part VIII of subchapter B, 

(6) Taxes, described in section 901, paid 
or accrued to foreign countries and to pos¬ 
sessions of the United States, 

(7) Partially tax-exempt interest on obli¬ 
gations of the United States or on obligations 
of instrumentalities of the United States 
as described In section 35 or section 242 (but, 
if the partnership elects to amortize the 
premiums on bonds as provided in section 
171, the amount received on such obligations 
shall be reduced by the reduction provided 
under section 171 (a) (3)), 

(8) Other items of income, gain, loss, de¬ 
duction, or credit, to the extent provided by 
regulations prescribed by the Secretary or 
his delegate, and 

(9) Taxable income or loss, exclusive of 
items requiring separate computation under 
other paragraphs of this subsection. 

(b) Character of items constituting dis¬ 
tributive share. The character of any item 
of income, gain, loss, deduction, or credit in¬ 
cluded in a partner’s distributive share under 
paragraphs (1) through (8) of subsection (a) 
shall be determined as if such item were 
realized directly from the source from which 
realized by the partnership, or incurred in 
the same manner as incurred by the partner¬ 
ship. 
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(c) Gross income of a partner. In any 
case where It Is necessary to determine the 
gross income of a partner for purposes of 
this title, such amount shall Include his dis¬ 
tributive share of the gros6 income of the 
partnership. 

§ 1.702-1 Incovie and credits of part- 
ner —(a) General rule. Each partner is 
required to take into account separately 
in his return his distributive share, 
whether or not distributed, of each class 
of partnership income, gain, loss, deduc¬ 
tion, or credit described in subpara¬ 
graphs (1) to (9), inclusive. For the 
taxable year of inclusion in his taxable 
income of a partner’s distributive share 
of partnership taxable income, see sec¬ 
tion 706 (a) and § 1.706-1 (a). Such 
distributive share shall be determined 
as provided in section 704 and § 1.704-1. 
Accordingly, in determining his income 
tax: 

(1) Each partner shall take into ac¬ 
count. as part of his gains and losses 
from sales or exchanges of capital as¬ 
sets held for not more than six months, 
his distributive share of the combined 
net amount of such gains and losses 
of the partnership. 

(2) Each partner shall take into ac¬ 
count, as part of his gains and losses 
from sales or exchanges of capital as¬ 
sets held for more than six months, his 
distributive share of the combined net 
amount of such gains and losses of the 
partnership. 

(3) Each partner shall take into ac¬ 
count, as part of his gains and losses 
from sales or exchanges of property de¬ 
scribed in section 1231 (relating to cer¬ 
tain property used in trade or business 
and involuntary conversions), his dis¬ 
tributive share of the combined net 
amount of such gains and losses of the 
partnership. (The partnership shall not 
combine such items with items set forth 
in (1) or (2) above.) 

(4) Each partner shall take into ac¬ 
count, as part of the charitable contri¬ 
butions paid by him, his distributive 
share of the total charitable contribu¬ 
tions paid by the partnership within the 
partnership’s taxable year. Section 170 
determines the extent to which such 
amount may be allowed as a deduction to 
the partner. For the definition of the 
term “charitable contribution”, see sec¬ 
tion 170 (c). 

(5) Each partner shall take into ac¬ 
count, as part of the dividends received 
by him from domestic corporations, his 
distributive share of dividends received 
by the partnership, with respect to which 
the partner is entitled to a credit under 
section 34, an exclusion under section 
116, or a deduction under part VIII of 
subchapter B. 

<6> Each partner shall take into ac¬ 
count, as part of his taxes described in 
section 901 which have been paid or ac¬ 
crued to foreign countries or to posses¬ 
sions of the United States, his distribu¬ 
tive share of such taxes which have been 
paid or accrued by the partnership, ac¬ 
cording to its method of accounting. A 
partner may elect to treat the total 
amount of such taxes paid or accrued by 
him, including his distributive share of 
such taxes of the partnership, as a de¬ 
duction under section 164 or as a credit 


under section 901. subject to the provi¬ 
sions of sections 901-905, inclusive. 

(7) Each partner shall take into ac¬ 
count, as part of the partially tax- 
exempt interest received by him on 
obligations of the United States or on 
obligations of instrumentalities of the 
United States, as described in section 35 
or section 242, his distributive share of 
such partially tax-exempt interest re¬ 
ceived by the partnership. However, if 
the partnership elects to amortize pre¬ 
miums on bonds as provided in section 
171, the amount received on such obliga¬ 
tions by the partnership shall be reduced 
by the amortizable bond premium ap¬ 
plicable to such obligations as provided 
under section 171 (a) (3). 

(8) (i) Each partner shall take into 
account separately, as part of any class 
of income, gain, loss, deduction, or 
credit, his distributive share of any 
partnership item of the same class which 
would affect the computation of his in¬ 
come tax. Examples of items which 
should be accounted for separately are: 

(a) amounts recovered with respect to 
bad debts, prior taxes, and delinquency 
amounts (section 111); (b) exploration 
expenditures (section 615): (c) soil and 
water conservation expenditures (sec¬ 
tion 175); id) gains and losses from 
wagering transactions (section 165 (d)); 
ie ) “hobby losses’* (section 270); and 
(/) any items or class of items of income, 
gain, loss, deduction, or credit subject 
to a special allocation under the part¬ 
nership agreement differing from the al¬ 
location of partnership taxable income 
or loss generally (section 704 (b) and 
§ 1.704-1 (b)). 

(ii) Each partner shall aggregate the 
amount of his separate deductions or 
exclusions and his distributive share of 
partnership deductions or exclusions in 
determining the amount allowable to 
him of any deduction or exclusion under 
subtitle A as to which a limitation is 
imposed. For example, partner A has 
individual exploration expenditures of 
$75,000. He is also a member of the AB 
partnership which has exploration ex¬ 
penditures of $120,000 of which $100,000 
is allowed as a deduction which must 
be accounted for separately. A’s distrib¬ 
utive share of this item is $50,000. How¬ 
ever. the total amount that A can deduct 
as exploration expenditures under sec¬ 
tion 615 (a) is also limited to $100,000. 
Therefore, the excess of $25,000 ($125,- 
000—$100,000) is not deductible by A. 

(iii) Each partner shall take into ac¬ 
count as part of any itemized deductions 
allowable to him under part VII of sub¬ 
chapter B, his distributive share of any 
expenditure of the partnership which 
would constitute an allowable deduction 
under that part when incurred by an in¬ 
dividual, if the expenditure is not other¬ 
wise deductible by the partnership as a 
business expense. 

(iv) Each partner shall take into ac¬ 
count, for the purpose of determining the 
net operating loss deduction under sec¬ 
tion 172, his distributive share of the in¬ 
come and loss of the partnership in com¬ 
puting his net operating loss or his tax¬ 
able income (where required to be com¬ 
puted in accordance with section 172 
(d)) with the following modifications: 


(a) Long-term capital gains and 
losses . The partner's distributive share 
of partnership gains and losses from 
sales or exchanges of capital assets held 
for more than six months shall be taken 
into account in full. The gains and 
losses from sales or exchanges of capital 
assets attributable to the trade or busi¬ 
ness held for more than six months shall 
be segregated from gains and losses from 
sales or exchanges of capital assets not 
attributable to the trade or business. 

(b) Short-term capital gains and 
losses. The partner's distributive share 
of partnership gains and losses from 
sales or exchanges of capital assets at¬ 
tributable to the trade or business and 
held for not more than six months, and 
the gains and losses from sales or ex¬ 
changes of capital assets not attributable 
to the trade or business, shall be 
segregated. 

(c) Gains and losses from sales or ex¬ 
changes of certain property used in a 
trade or business and involuntary con¬ 
versions. The partner's distributive 
share of partnership gains and losses 
from sales, exchanges, or involuntary 
conversions of certain property used in 
a trade or business, as defined in section 
1231 (b) (1), shall be segregated from 
his distributive share of partnership 
gains and losses from the involuntary 
conversion of capital assets held for 
more than six months. 

id) Other items affecting computa¬ 
tion of partner’s separate income tax. 
The partner's distributive share of any 
other item of income, gain, loss, or de¬ 
duction of a partnership attributable to 
its trade or business, other than those 
described in subdivisions (a). (5), and 
(c) above, which will affect the compu¬ 
tation of the partner’s income tax, is re¬ 
quired to be stated separately by the 
partner and shall be segregated from the 
partner’s distributive share of items of 
similar character not attributable to the 
trade or business. 

ie) Ordinary taxable income or loss. 
(1) After excluding all items required 
to be segregated by subdivisions (a) to 
id), inclusive, of this subdivision, there 
shall be computed— 

ii) A business ordinary income of the 
partnership, which shall consist of the 
excess of the business gross income over 
the business deductions; or 

iii) A business ordinary net loss of the 
partnership, which shall consist of the 
excess of the business deductions over 
the business gross income; and 

tiii) A nonbusiness ordinary income 
of the partnership, which shall consist 
of the excess of the nonbusiness gross 
income over the nonbusiness deductions; 
or 

(iv) A nonbusiness ordinary net loss 
of the partnership, which shall consist 
of the excess of the nonbusiness deduc¬ 
tions over the nonbusiness gross income. 

(2) Each partner’s distributive share 
of business ordinary income of the part¬ 
nership shall be taken into account by 
him as business ordinary income, and his 
distributive share of a business ordinary 
net loss of the partnership as a business 
ordinary deduction. Each partner’s dis¬ 
tributive share of nonbusiness ordinary 
income of the partnership shall be taken 
into account by him as nonbusiness 
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ordinary income, and his distributive 
share of a nonbusiness ordinary net loss 
of the partnership as a nonbusiness 
ordinary deduction, 

(9) Each partner is also required to 
include in his return his distributive 
share of the taxable income or loss of the 
partnership, exclusive of items requiring 
separate computations under subpara¬ 
graphs (1) to (8), inclusive. For limita¬ 
tion on allowance of a partner’s distribu¬ 
tive share of partnership losses, see sec¬ 
tion 704 (d) and § 1.704-1 (d). 

(b) Character of items constituting 
distributive share . The character in the 
hands of a partner of any item of in¬ 
come, gain, loss, deduction, or credit de¬ 
scribed in section 702 (a) (1) to (8), 
inclusive, shall be determined as if such 
item were realized directly from the 
source from which realized by the part¬ 
nership or incurred in the same manner 
as incurred by the partnership. For ex¬ 
ample, a partner's distributive share of 
gain from the sale of depreciable prop¬ 
erty used in the trade or business of the 
partnership shall be considered as gain 
from the sale of such depreciable prop¬ 
erty in the hands of the partner. Sim¬ 
ilarly, a partner’s distributive share of 
partnership ‘‘hobby losses” (section 270) 
retains its character as a ‘‘hobby loss” 
in the hands of the partner. 

(c) Cross income of a partner. (1)* 
Where it is necessary to determine the 
gross income of a partner, such gross in¬ 
come shall include the partner’s distrib¬ 
utive share of the gross income of the 
partnership, that is, the amount of gross 
income of the partnership from which 
the partner’s distributive share of part¬ 
nership taxable income or loss (includ¬ 
ing items described in section 702 (a) 

(1) to (8), inclusive) was derived. For 
example, a partner is required to include 
his distributive share of partnership 
gross income: 

(1) In computing his gross income for 
the purpose of determining the neces¬ 
sity of filing a return (section 6012 (a)); 

(ii) In determining the application of 
the provision permitting the spreading 
of income for services rendered over a 
36-month period (section 1301); and 

(iii) In computing the amount of 
gross income received from sources 
within possessions of the United States 
(section 931). 

(2) In determining the applicability 
of the 6-year period of limitation pro¬ 
vided in section 6501 (e) (relating to 
omission of more than 25 percent of 
gross income), a partner’s gross income 
includes his distributive share of part¬ 
nership gross income. In this respect, 
the amount of partnership gross income 
from which the partner’s distributive 
share of partnership taxable income or 
loss (as shown on the partner’s return) 
was derived is considered as an amount 
of gross income shown on the return for 
the purposes of section 6501 (e). 

(3) Where a partnership engaged in 
the business of farming adopts the 
method descxlbed in section 175 (a) of 
treating soil and water conservation ex¬ 
penditures, a partner shall include his 
share of partnership gross income from 
farming in determining his gross income 
from farming for purposes of applying 
the limitations of section 175 (b). 


PROPOSED RULE MAKING 


(d) Partners in community property 
States „ If separate returns are made 
by a husband and wife domiciled in a 
community property State, and only one 
spouse is a member of the partnership, 
the part of his or her distributive share 
of any item or items listed in paragraph 

(a) (1) to (9), inclusive, which is com¬ 
munity property, or w r hich is derived 
from community property, should be re¬ 
ported by the husband and wife in equal 
proportions. 

§ 1.703 Statutory provisions; part¬ 
nership computations. 

Sec. 703. Partnership computations — (a) 
Income and deductions. The taxable in¬ 
come of a partnership shall be computed In 
the same manner as In the case of an In¬ 
dividual except that— 

(1) The items described In section 702 (a) 
shall be separately stated, and 

(2) The following deductions shall not be 
allowed to the partnership: 

(A) The standard deduction provided in 
section 141, 

(B) The deductions for personal exemp¬ 
tions provided in section 151, 

(C) The deduction for taxes provided in 
section 164 (a) with respect to taxes, de¬ 
scribed in section 901, paid or accrued to 
foreign countries and to possessions of the 
United States, 

(D) The deduction for charitable contri¬ 
butions provided in section 170, 

(E) The net operating loss deduction pro¬ 
vided in section 172, and 

(P) The additional itemized deductions 
for individuals provided In part VII of sub- 
chapter B (sec. 211 and foUowing). 

(b) Elections of the partnership . Any 
election affecting the computation of tax¬ 
able income derived from a partnership shall 
be made by the partnership, except that the 
election under section 901, relating to taxes 
of foreign countries and possessions of the 
United States, shall be made by each part¬ 
ner separately. 

§ 1.703-1 Partnership computations — 
(a) Income and deductions. (1) The 
taxable income of a partnership shall 
be computed in the same manner as the 
taxable income of an individual, except 
as otherwise provided in this section. A 
partnership is required to state sepa¬ 
rately in its return the items described in 
section 702 (a) (1) to (7). inclusive and, 
in addition, those items described in sec¬ 
tion 702 (a) (8) which the partner is 
required to take into account separately 
in determining his income tax. See 
§ 1.702-1 (a) (8). The partnership is 
further required to compute and to state 
separately in its return: 

(1) As taxable income, the total of 
all other items of gross income (not 
separately stated) over the total of all 
other allowable deductions (not sepa¬ 
rately stated), or 

(ii) As lass, the total of all other al¬ 
lowable deductions (not separately 
stated) over the total of all other items 
of gross income (not separately stated). 

The taxable income or loss so computed 
shall be accounted for by the partners 
in accordance with their distributive 
shares as provided in section 702 (a) 
(9). 

(2) The partnership is not allowed the 
following deductions: 

(i) The standard deduction provided 
in section 141. 


(ii) The deduction for personal ex¬ 
emptions provided in section 151. 

(iii) The deduction provided in sec¬ 
tion 164 (a) for taxes described in sec¬ 
tion 901 paid or accrued to foreign 
countries or possessions of the United 
States. Each partner’s distributive 
share of such taxes shall be accounted 
for separately by him as provided in 
section 702 (a) (6) and § 1.702-1 (a) (6). 

(iv) The deduction for charitable con¬ 
tributions provided in section 170. Each 
partner is considered as having paid 
within his taxable year his distributive 
share of any contribution or gift, pay¬ 
ment of which was made by the partner¬ 
ship within its taxable year ending with¬ 
in or with the partner’s taxable year. 
This item shall be accounted for sep¬ 
arately by the partners as provided in 
section 702 (a) (4) and § 1.702-1 (a) (4). 

(v) The net operating loss deduction 
provided in section 172. 

(vi) The additional itemized deduc¬ 
tions for individuals provided in part VII 
of subchapter B as follows: 

(a) Expenses for production of in¬ 
come (section 212), 

(b) Medical, dental, etc., expenses 
(section 213), 

(c) Expenses for the care of certain 
dependents (section 214), 

(d) Alimony, etc., payments (section 
215), and 

(e) Amounts representing taxes and 
interest paid to a cooperative housing 
corporation (section 216). 

(vii) The deduction for capital gains 
provided by section 1202 and the deduc¬ 
tion for capital loss carryover provided 
by section 1212. 

(b) Election of the partnership —(1) 
General rule. Any elections (other than 
the election with respect to foreign taxes) 
affecting the computation of income de¬ 
rived from a partnership shall be made 
by the partnership. For example, elec¬ 
tions of methods of accounting, methods 
of computing depreciation, and methods 
of treating soil and water conservation 
expenditures and exploration expendi¬ 
tures shall be made by the partnership 
rather than by the partners separately. 
All partnership elections are applicable 
to all partners equally but any election 
made by a partnership shall have no 
force or effect with respect to any part¬ 
ner’s nonpartnership interests. 

(2) Exception. Each partner shall 
add his distributive share of taxes de¬ 
scribed in section 901 paid or accrued by 
the partnership to foreign countries or 
possessions of the United States to any 
such taxes paid or accrued by him, and 
may elect to use the total amount either 
as a credit against tax or as a deduction 
from income. 

§ 1.704 Statutory provisions; part¬ 
ner's distributive share . 

Sec. 704. Partner's distributive share — 
(a) Effect of partnership agreement . A part¬ 
ner’s distributive share of income, gain, loss, 
deduction, or credit shall, except as other¬ 
wise provided in this section, be determined 
by the partnership agreement. 

(b) Distributive share determined by in¬ 
come or loss ratio. A partner’s distributive 
share of any item of income, gain, loss, de¬ 
duction, or credit shall be determined in 
accordance with his distributive share of 
taxable income or loss of the partnership. 
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as described in section 702 (a) (9), for the 
taxable year, tf— 

(1) The partnership agreement docs not 
provide as to the partner’s distributive share 
of such Item, or 

(2) The principal purpose of any provi¬ 
sion in the partnership agreement with re¬ 
spect to the partner's distributive share of 
such item is the avoidance or evasion of any 
tax imposed by this subtitle. 

(c) Contributed property —(1) General 
rule. In determining a partner’s distributive 
share of items described in Bection 702 (a), 
depreciation, depletion, or gain or loss with 
respect to property contributed to the part¬ 
nership by a partner shall, except to the 
extent otherwise provided in paragraph (2) 
or (3), be allocated among the partners in 
the same manner as if such property had 
been purchased by the partnership. 

(2) Effect of partnership agreement. If 
the partnership agreement so provides, de¬ 
preciation, depletion, or gain or loss with 
respect to property contributed to the part¬ 
nership by a partner shall, under regulations 
prescribed by the Secretary or his delegate, 
be shared among the partners so as to take 
account of the variation between the basis 
of the property to the partnership and its 
fair market value at the time of contribution. 

(3) Undivided interests. If the partner¬ 
ship agreement does not provide otherwise, 
depreciation, depletion, or gain or loss with 
respect to undivided Interests in property 
contributed to a partnership shall be deter¬ 
mined as though such undivided interests 
had not been contributed to the partner¬ 
ship. This paragraph shall apply only if 
all the partners had undivided interests in 
such property prior to contribution and 
their interests in the capital and profits of 
the partnership correspond with such undi¬ 
vided interests. 

(d) Limitation on allowance of losses. A 
partner’s distributive share of partnership 
loss (including capital loss) shall be allowed 
only to the extent of the adjusted basis of 
such partner’s interest in the partnership at 
the end of the partnership year in which 
such loss occurred. Any excess of such loss 
over such basis shall be allowed as a de¬ 
duction at the end of the partnership year 
in which such excess is repaid to the part¬ 
nership. 

(e) Family partnerships —(1) Recognition 
o/ interest created by purchase or gift.' A 
person shall be recognized as a partner for 
purposes of this subtitle if he owns a capital 
interest in a partnership in which capital 
is a material income-producing factor, 
whether or not such interest was derived by 
purchase or gift from any other person. 

(2) Distributive share of donee includible 
in gross income. In the case of any part¬ 
nership interest created by gift, the distribu¬ 
tive share of the donee under the partner¬ 
ship agreement shall be includible in his 
gross Income, except to the extent that such 
share is determined without allowance 
of reasonable compensation for services 
rendered to the partnership by the donor, 
and except to the extent that the portion of 
such share attributable to donated capital is 
proportionately greater than the share of the 
donor attributable to the donor's capital. 
The distributive share of a partner In the 
earnings of the partnership shall not be 
diminished because of absence due to mili¬ 
tary service. 

(3) Purchase of interest by member of 
family. For purposes of this section, an in¬ 
terest purchased by one member of a family 
from another shall be considered to be cre¬ 
ated by gift from the seller, and the fair 
market value of the purchased interest shall 
be considered to be donated capital. The 
••family" of any individual shall include only 
his spouse, ancestors, and lineal descendants, 
and any trusts for the primary benefit of 
such persons. 


§ 1.704-1 Partner’s distributive 
share —(a) Effect of partnership agree¬ 
ment. A partner’s distributive share of 
any item or class of items of income, 
gain, loss, deduction, or credit of the 
partnership shall be determined by the 
partnership agreement unless otherwise 
provided In this section. For definition 
of partnership agreement, see section 
761 (c) and § 1.761-1 (d). 

(b) Distributive share determined by 
income or loss ratio. (1) If the partner¬ 
ship agreement makes no specific pro¬ 
vision for the manner of sharing one or 
more items or classes of items, each 
partner’s distributive share of such item 
or class of items shall be determined in 
accordance with the partnership agree¬ 
ment with respect to taxable income or 
loss, as described in section 702 (a) (9). 
If the partnership agreement provides a 
different ratio for sharing income from 
that applicable for sharing losses, the in¬ 
come ratio shall be applicable if the part¬ 
nership has taxable income exclusive of 
items requiring separate computation 
under section 702 (a) (1) to (8), in¬ 
clusive, in the particular taxable year, 
and the loss ratio shall be applicable in 
any year in which there is a loss exclu¬ 
sive of items requiring separate compu¬ 
tation under section 702 (a) (1) to (8), 
inclusive. 

(2) If the principal purpose of any 
provision in the partnership agreement 
with respect to a partner’s distributive 
share of a particular item or class of 
items is to avoid or evade the Federal 
income tax, the partner’s distributive 
share of that item or class of items shall 
be redetermined in accordance with the 
income or loss ratio prescribed in the 
partnership agreement with respect to 
taxable income or loss, as described in 
section 702 (a) (9). However, where a 
provision in a partnership agreement for 
a special allocation of a certain item or 
class of items is not a device for reduc¬ 
ing taxes of certain partners and has 
substantial economic effect, then such a 
provision will be recognized for tax pur¬ 
poses. In determining whether the prin¬ 
cipal purpose of any provision in the 
partnership agreement for a special allo¬ 
cation is the avoidance or evasion of 
Federal income tax, each such provision 
must be considered on its own merits in 
relation to all the surrounding facts and 
circumstances. The presence or absence 
of substantial economic effect in the 
special allocation provided for in the 
agreement is only one of the facts and 
circumstances to be considered. The 
application of the provisions of this sub- 
paragraph may be illustrated by the fol¬ 
lowing examples: 

Example (1). The provisions of a part¬ 
nership agreement allocate all partnership 
loss on the sale of depreciable property used 
in tire trade or business to one partner who 
has no such gains Individually. An equiv¬ 
alent amount of partnership loss or deduc¬ 
tion of a different character is allocated to 
other partners who individually have gains 
from the sale of depreciable property used 
in the trade or business. Such an alloca¬ 
tion will not be recognized, and under sec¬ 
tion 704 (b) (2) those items will be allo¬ 
cated to all the partners in accordance with 
the provisions of the partnership agreement 
for sharing partnership income or loss gen¬ 
erally. 


Example (2). The provisions of a part¬ 
nership agreement allocate to a partner who 
is a resident of Puerto Rico a percentage of 
the income derived from sources within 
Puerto Rico which is greater than his dis¬ 
tributive share of partnership income gen¬ 
erally. If the primary purpose of this allo¬ 
cation is to encourage Puerto Rican trans¬ 
actions, it may be considered as having sub¬ 
stantial economic effect rather than being 
a device to reduce the taxes of certain part¬ 
ners. 

Example (3). Rather than Impair the 
credit standing of the AB partnership by a 
distribution, the partners agree to invest 
surplus partnership funds in an equal dollar 
amount of municipal bonds and corporate 
stock. The partners further agree that A 
is to receive all the interest income from 
tax-exempt bonds and B is to receive all the 
dividend income from corporate stock. 
Such an allocation may be recognized unless 
it is a device for the allocation of tax-exempt 
interest without having substantial eco¬ 
nomic effect on either partner’s share of the 
total partnership income. On the other 
hand, under an agreement with respect to 
partnership CD. it is provided that C’s dis¬ 
tributive share of income shall be the first 
$10,000 of tax-exempt income, and D’s dis¬ 
tributive share of income shall be the first 
$10,000 of dividend income, the balances to 
be divided equally. Where this purpose is 
to allocate tax-exempt Interest to C who has 
substantial income from other sources and 
where the allocation does not have any real 
economic effect, it will be disregarded and 
each partner’s distributive share will then 
be allocated in accordance with the pro¬ 
visions of the partnership agreement for 
sharing partnership income or loss gen¬ 
erally. 

(c) Contributed property —(1) in 
general. Where property has been con¬ 
tributed by a partner to a partnership, 
section 704 (c) and this paragraph pro¬ 
vide rules for determining a partner’s 
distributive share of depreciation, deple¬ 
tion, or gain or loss with respect to such 
contributed property. These rules pro¬ 
vide certain alternatives in determining 
the partners* distributive shares of such 
items in order to account for precon¬ 
tribution appreciation or diminution in 
value of the property contributed. 
When the partnership agreement is si¬ 
lent as to the treatment of such items 
with respect to contributed property 
(and if such property is not an undivided 
interest as described in section 704 (c) 
(3)), depreciation, depletion, or gain or 
loss arising with respect to such property 
shall be treated in the same manner as 
though such items arose with respect to 
property purchased by the partnership. 
The application of this provision may be 
illustrated by the following examples: 

Example (1 ). A and B form an equal part¬ 
nership. A contributes $1,000 cash and B 
contributes stock with an adjusted basis to 
him of $400 and a fair market value of 
$1,000. Under section 723, the basis of the 
stock to the partnership is also $400. One 
year later, the stock is sold for $1,200. There 
is no provision in the partnership agreement 
for treatment of items with respect to con¬ 
tributed property. Under section 704 (c) 
(1), the $800 gain on the sale of the stock 
is treated as If it were gain on property that 
had been purchased by the partnership and 
subsequently sold. Therefore, each part¬ 
ner's distributive share of such gain is $400. 

Example (2). C and D form an equal part¬ 
nership. C contributes machinery worth 
$10,000 with an adjusted basis to him of 
$4,000. D contributes $10,000 cash. Under 
the provisions of section 722. the basis of A’s 
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partnership interest is $4,000 and the basis 
or B’s interest is $10,000. There is no pro¬ 
vision in the partnership agreement relating 
to contributed property. If the contributed 
property depreciates at an annual rate of 10 
percent, the partnership will have an annual 
depreciation deduction of $400, which will 
result in a reduction of $200 in each part¬ 
ner’s distributive share of partnership in¬ 
come. Thus, at the end of the first year, the 
adjusted basis of the contributed property 
will be $3,600. If the partnership has no 
other taxable income or loss for that year, 
each partner will have a deduction of $200 
representing his distributive share of part¬ 
nership loss for the year. C’s adjusted basis 
for his interest will be $3,800 ($4,000, the 
original basis of his interest, reduced by 
$200): D*s adjusted basis will be $9,800 
($10,000, reduced by $200). 

Example (3). Assume that the property in 
example (2) is sold in the second year of part¬ 
nership operation for $9,000. The partner¬ 
ship gain will be $5,400 ($9,000, the amount 
realized, less the adjusted basis of $3,600). 
Each partner’s share of the $5,400 gain will 
be $2,700. If we assume that the partner¬ 
ship has no other taxable income or loss for 
that year, each partner will have a capital 
gain from the partnership of $2,700, repre¬ 
senting his distributive share of gain from 
the sale of property used in the partnership 
business. C's adjusted basis for his interest 
will then be $6,500 (the basis of $3,800, in¬ 
creased by the gain of $2,700). D’s adjusted 
basis will be $12,500 (the basis of $9,800 in¬ 
creased by the gain of $2,700). If the part¬ 
nership is then terminated, and its assets 
consisting of $19,000 in cash are distributed 
to the partners pro rata in liquidation of 
their entire interests, C will have a capital 
gain of $3,000 ($9,500, the amount received, 
less $6,500, the adjusted basis of his Interest). 
D will have a capital loss of $3,000 (D’s ad¬ 
justed basis, $12,500, reduced by the amount 
received, $9,500). 

(2) Effect of partnership agreement. 
(i) If the partners so provide in the part¬ 
nership agreement, depreciation, deple¬ 
tion, or gain or loss with respect to con¬ 
tributed property may be allocated 
among the partners in a manner which 
takes into account all or any part of the 
difference between the adjusted basis 
and the fair market value of contributed 
property at the time of contribution. 
The appreciation or diminution in value 
represented by the difference between 
the adjusted basis and the fair market 
value of contributed property at the time 
of contribution may thus be attributed to 
the contributing partner upon a subse¬ 
quent sale or exchange of the property by 
the partnership. Such appreciation or 
diminution may also be used to deter¬ 
mine the amount of depreciation or de¬ 
pletion with respect to such property 
allowable to the contributing partner and 
the noncontributing partners. In any 
case, however, the total depreciation, 
depletion, or gain or loss allocated to 
the partners is limited to a “ceiling" 
which cannot exceed the amount of gain 
or loss realized by the partnership or the 
depreciation or depletion allowable to it. 
The difference between the adjusted 
basis and the fair market value repre¬ 
sents a deferred gain or loss to the con¬ 
tributing partner which is realized by 
him either when such property is sold or 
which is, in substance, realized by him in 
that he does not receive annual deduc¬ 
tions for depreciation or depletion with 
respect to the property contributed. The 
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application of this subdivision may be 
illustrated by the following examples: 

Example (I). Assume that partners C and 
D. In examples (2) and (3) under subpara¬ 
graph (1), agree under section 704 (c) (2) 
to attribute to C, the contributor of the 
machinery, the potential gain of $6,000 rep¬ 
resented by the difference between its ad- , 
Justed basis of $4,000 and its fair market 
value of $10,000. With his contribution of 
$10,000 In cash D has, In effect, purchased 
an undivided half interest in the property 
for $5,000. Since the property depreciates 
at an annual rate of 10 percent, D would be 
entitled to a depreciation deduction of $500 
per year. However, since under the “cell¬ 
ing" approach the partnership is allowed 
only $400 per year (10 percent of $4,000), 
no more than $400 may be allocated between 
the partners. Therefore, the $400 deduc¬ 
tion for depreciation is allocated entirely 
to D and none to C, the contributor. At 
the end of the first year, the adjusted basis 
of the contributed property will be $3,600. 
Since the $400 deduction is allocated en¬ 
tirely to D. if the partnership has no other 
taxable income or loss, C will have no in¬ 
come or loss, and D will have a deduction 
of $400. C’s basis for his Interest wUl re¬ 
main $4,000. D’s adjusted basis for his in¬ 
terest will be $9,600 ($10,000, the original 
basis of his interest, reduced by the deduc¬ 
tion of $400). 

Example (2). Assume that the partners 
in example (1) agree under section 704 (c) 
(2) that, upon a sale of the contributed 
property, the portion of the proceeds at¬ 
tributable to the excess of the fair market 
value of the property at date of contribu¬ 
tion (less accumulated depreciation) over 
its basis at date of contribution (less ac¬ 
cumulated depreciation) shall result in gain 
to the contributing partner only. If the 
property is sold in the second year of part¬ 
nership operation for $9,000, the partnership 
gain of $5,400 ($9,000, the amount realized, 
less the basis of $3,600) must be allocated 
to the partners under the terms of the 
agreement. The fair market value of the 
property as depreciated is $9,000 ($10,000, 
the value on contribution, less $1,000, the 
accumulated depreciation). Under section 
704 (c) (2) and the terms of the parnership 
agreement, the difference between $9,000, 
the fair market value as depreciated, and 
$3,600, the adjusted basis of the property, or 
$5,400, represents the portion of the gain 
to be allocated to C. None of the gain is 
allocated to D. (If the property were sold 
for more than $9,000, the portion of the gain 
in excess of $5,400 would be divided equally 
betw-een the partners in accordance with 
their agreement for sharing gains. If the 
property were sold for less than $9,000. the 
entire gain would be allocated to C and 
nothing to D.) If we assume that the part¬ 
nership engaged in no other transactions 
that year. C will report a capital gain of 
$5,400, and D. no income or loss. C’s ad¬ 
justed basis for his Interest will then be 
$9,400 ($4,000. his original basis, increased 
by the gain of $5,400). D’s adjusted basis 
will be $9,600 ($10,000, his original basis, 
less $400 depreciation deduction in the first 
partnership year). If the partnership is 
then liquidated, and its assets consisting 
of $19,000 in cash distributed to the partners 
pro rata, C will have a capital gain of $100 
($9,500. the amount received, less $9,400. 
the adjusted basis of his interest). D will 
have a capital loss of $100 (the excess of D’s 
adjusted basis. $9,600. over the amount re¬ 
ceived, $9,500), 

(ii) For the effect of an agreement 
under section 704 (c) (2) on undivided 
interests in property contributed to the 
partnership where the partners* inter¬ 
ests in the capital and profits of the 
partnership do not correspond with such 


undivided interests, see {1.704-llc) (3) 
(ii). 

(3) Undivided interests, (i) Section 
704 (c) (3) provides a special rule for 
the allocation of depreciation, depletion, 
or gain or loss with respect to undivided 
interests in property contributed by the 
partners to a partnership were the part¬ 
nership agreement does not provide 
otherwise. This provision applies only 
to property contributed to a partnership 
by all of its partners and only where the 
relative undivided interests of the part¬ 
ners in the property prior to the contri¬ 
bution are in the same ratio as their in¬ 
terests in the capital and profits of 
the partnership after the contribution. 
Where these conditions are met, depre¬ 
ciation, depletion, or gain or loss with 
respect to the undivided interests in con¬ 
tributed property shall be determined in 
the same manner as though such un¬ 
divided interests continued to be held by 
the partners outside the partnership. 
The rule stated in section 704 (c) (3) 
applies both to the case where persons 
knowingly contribute undivided interests 
to a partnership and to the case where 
owners of undivided interests in prop¬ 
erty, by virtue of the joint conduct of 
business activity, are determined to be a 
partnership under subchapter K. This 
provision may be illustrated by the fol¬ 
lowing examples: 

Example (I). A and B are tenants in com¬ 
mon owning undivided one-half interests 
in improved real estate consisting of land 
on which a factory is situated. They each 
contribute their respective undivided in¬ 
terests in the real estate to a partnership tn 
which the profits are to be divided equally 
and the assets are to be divided equally on 
dissolution. A’s basis for his undivided one- 
half interest is $4,000. of which $1,000 is 
allocable to the land and $3,000 to the fac¬ 
tory. B’s basis for his undivided one-half 
interest is $10,000. of which $3,000 is allo¬ 
cable to the land and $7,000 to the factory. 
The partnership agreement contains no pro¬ 
visions as to the allocation of depreciation 
or gain or loss on disposition of the prop¬ 
erty by the partnership. The factory depre¬ 
ciates at a rate of 5 percent a year. The 
annual partnership allowance for deprecia¬ 
tion of $500 (5 percent of $10,000) will be 
allocated between the partners by allowing 
A a deduction of $150 (5 percent of $3,000, 
his basis for his undivided interest in the 
factory) and by allowing B a deduction of 
$350 (5 percent of $7,000, his basis for his 
undivided interest in the factory). At the 
end of the first year of partnership operation, 
A's adjusted basis for his undivided interest 
in the factory would be $2,850 ($3,000 less 
$150), and B’s adjusted basis would be $6,650 
($7,000 less $350). 

Example (2). If. In the above example, 
the partnership at the end of the first year’s 
operation sells the factory and land for 
$20,000, each partner’s share of the gain 
would be determined as follows: Since the 
undivided interests in the factory and the 
land are to be treated as though held by the 
partners outside the partnership. A’s share 
of the proceeds of the sale is $10,000. His 
adjusted basis in the contributed property 
is $3,850 ($1,000 for the land and $2,850 for 
the factory). Therefore, his gain from the 
sale is $6,150. Since B’s share Is also $10,000, 
and his adjusted basis in the contributed 
property is $9,650 ($3,000 for the land $6,650 
for the factory), his gain is $350. 

(Ii) The allocation illustrated in sub¬ 
division (i) of this subparagraph will not 
be affected by the contribution, either at 
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the time of the original contribution or 
subsequent thereto, of additional prop¬ 
erty not held in the form of undivided 
interests if the partners’ respective in¬ 
terests in the capital and profits of the 
partnership remain the same as their 
undivided interests in the property pre¬ 
viously contributed to the partnership. 
If the partners’ interests are changed 
as the result of a further contribution of 
property and by a modification of the 
partnership agreement, the method of 
allocation of depreciation, depletion, or 
gain or loss with respect to the property 
formerly held in the form of undivided 
interests would no longer apply. How¬ 
ever, the partners may agree under sec¬ 
tion 704 (c) (2) at the time of the addi¬ 
tional contribution of property that de¬ 
preciation, depletion, or gain or loss with 
respect to the property shall continue to 
be allocated as if such property had not 
been contributed to the partnership. 
These provisions may be illustrated by 
the following examples: 

Example (1 ). C and D are tenants in com¬ 
mon. each owning an undivided one-half in¬ 
terest in certain unimproved land. Each 
contributes his respective undivided inter¬ 
est in the land to a partnership in which 
each has an equal interest. C's basis for his 
one-half interest is $4,000; D's basis is $10,000. 
The fair market value of the land is $20,000. 
Subsequently, C makes a further contribu¬ 
tion of $5,000 in cash. The partners agree 
that in consideration of C's additional con¬ 
tribution he is to have a 60-percent interest 
in partnership capital and profits and D a 
40-percent interest. Since the interests of 
the partners in the capital and profits of 
the partnership no longer correspond to their 
undivided interests in the land, the method 
of allocation prescribed by section 704 (c) 
(3) no longer applies. Therefore, if the 
land is sold for $25,000, the partnership will 
have a gain of $11,000 ($25,000 minus $14,000 
parnership basis). 60 percent of this gain 
is allocated to C and 40 percent to D. 

Example (2). Assume in the above ex¬ 
ample that the partners agree at the time 
of C's additional contribution of $5,000 that 
he is to have a 60-percent interest in part¬ 
nership capital and profits but that, under 
section 704 (c) (2), depreciation, depletion, 
or gain or loss with respect to the land is 
to continue to be allocated in the same man¬ 
ner as these items would have been allo¬ 
cated prior to contribution. The land is sold 
for $25,000. C's share of the proceeds is 
$12,500. His basis for the land is $4,000. 
Therefore, he has a $8,500 gain. D's gain 
is $2,500 ($12,500 proceeds less $10,000 basis). 

<d) Limitation on allowance of losses. 
A partner’s distributive share of part¬ 
nership loss (including capital loss) will 
be allowed only to the extent of the ad¬ 
justed bdsis of such partner’s interest in 
the partnership at the end of the part¬ 
nership taxable year in which such loss 
occurred. An excess of the partner’s 
share of such loss over his adjusted basis 
at the end of the partnership taxable 
year will not be allowed for that year. 
However, any loss previously disallowed 
will be allowed at the end of a subse¬ 
quent partnership taxable year to the 
extent of the partner’s adjusted basis for 
his partnership interest at the end of 
that year. For the determination of 
basis of a partner’s interest and the 
treatment of certain liabilities of the 
partner or partnership, see sections 705 
and 752 and §§ 1.705-1 and 1.752-1. The 


provisions of this paragraph may be 
illustrated by the following examples: 

Example (f). At the end of the partner¬ 
ship taxable year 1955, partnership AB has 
a loss of $20,000. Partner A's distributive 
share of this loss is $10,000. At the end of 
such year, A's adjusted basis for his interest 
in the partnership (not taking into account 
his distributive share of the loss) is $6,000. 
Under section 704 (d). A's distributive share 
of partnership loss is allowed to him (In 
his taxable year within or with which the 
partnership taxable year ends) only to the 
extent of his adjusted basis of $6,000. The 
$6,000 loss allowed decreases the adjusted 
basis of his interest to zero: Assume that 
at the end of partnership taxable year 1956, 
the adjusted basis of A's interest in the 
partnership has increased to $3,000 (not 
taking into account the $4,000 loss disal¬ 
lowed in 1955). $3,000 of the $4,000 loss 

disallowed for the partnership taxable year 
1955 is allowed A for the partnership taxable 
year 1956, thus again decreasing the ad¬ 
justed basis of his interest to zero. If at 
the end of partnership taxable year 1957, A 
has an adjusted basis of his interest of at 
least $1,000 (not taking into account the 
disallowed loss of $1,000), he will be allowed 
the $1,000 loss previously disallowed. 

Example (2). At the end of partnership 
taxable year 1955, partnership CD has a loss 
of $20,000. Partner C’s distributive share of 
this loss is $10,000. The adjusted basis of 
his interest in the partnership (not taking 
into account his distributive share of such 
loss) is $6,000. Therefore, $4,000 of the loss 
is disallowed him. In partnership taxable 
year 1956, the partnership has no taxable in¬ 
come or loss but borrows $8,000 from a bank. 
Since C’s proportionate share of this lia¬ 
bility is $4,000, the basis of bis partnership 
interest is increased from zero to $4,000. 
(See sections 752 and 722.) C is allowed the 
$4,000 loss (previously disallowed under sec¬ 
tion 704 (d)) for his taxable year within or 
with which partnership taxable year 1956 
ends. 

(e) Family partnerships —(1) Tn gen¬ 
eral —(i) Introduction . The production 
of income by a partnership is attributa¬ 
ble to the capital or services, or both, 
contributed by the partners. The provi¬ 
sions of subchapter K are to be read in 
the light of their relationship to section 
61, which requires that income be taxed 
to the person who earns it through his 
own labor and skill and the utilization of 
his own capital. 

(ii) Recognition of donee as partner. 
With respect to partnerships in which 
capital is a material income-producing 
factor, section 704 (e) (1) provides that 
a person shall be recognized as a partner 
for income tax purposes if he owns a 
capital interest in such a partnership, 
whether or not such interest is derived 
by purchase or gift from any other per¬ 
son. If a capital interest in a partner¬ 
ship in which capital is a material in¬ 
come-producing factor is created by gift, 
section 704 (e) (2) provides that the 
distributive share of the donee under the 
partnership agreement shall be includi¬ 
ble in his gross income, except to the ex¬ 
tent that such distributive share is 
determined without allowance of rea¬ 
sonable compensation for services ren¬ 
dered to the partnership by the donor, 
and except to the extent that the portion 
of such distributive share attributable 
to donated capital is proportionately 
greater than the share of the donor at¬ 
tributable to the donor’s capital. For 


rules of allocation in such cases, see 
subparagraph (3). 

(iii) Requirement of complete trans¬ 
fer to donee. A donee or purchaser of 
a capital interest in a partnership is not 
recognized as a partner under the prin¬ 
ciples of section 704 (e) <1) unless such 
interest is acquired in a bona fide trans¬ 
action, not a mere sham for tax avoid¬ 
ance or evasion purposes, and the donee 
or purchaser is the real owner of such 
interest. To be recognized, a transfer 
must vest dominion and control of the 
partnership interest in the transferee. 
The existence of such dominion and con¬ 
trol in the donee is to be determined 
from all the facts and circumstances. A 
transfer is not recognized if the trans¬ 
feror retains such incidents of owner¬ 
ship that the transferee has not acquired 
full and complete ownership of the part¬ 
nership interest. Transactions between 
members of a family will be closely scru¬ 
tinized, and the circumstances not only 
at the time of the purported transfer but 
also during the periods preceding and 
following it will be taken into considera¬ 
tion in determining the bona fldes or 
lack of bona fides of the purported gift 
or sale. A partnership may be recog¬ 
nized for income tax purposes as to 
some partners but not as to others. 

(iv) Capital as a material income- 
producing factor. For purposes of sec¬ 
tion 704 (e) (1), the determination as 
to whether capital is a material income- 
producing factor must be made by 
reference to all the facts of each case. 
Capital is a material income-producing 
factor if a substantial portion of the 
gross income of the business is attribut¬ 
able to the employment of capital in the 
business conducted by the partnership. 
In general, capital is not a material in¬ 
come-producing factor where the income 
of the business consists principally of 
fees, commissions, or other compensa¬ 
tion for personal services performed by 
members or employees of the partner¬ 
ship. On the other hand, capital is ordi¬ 
narily a material income-producing* 
factor if the operation of the business 
requires substantial inventories or a 
substantial investment in plant, machin¬ 
ery. or other equipment. 

(v) Capital interest in a partnership. 
For purposes of section 704 (e), a capital 
interest in a partnership means an inter¬ 
est in the capital of the partnership, in¬ 
cluding additions thereto, which interest 
is distributable to the owner of the cap¬ 
ital interest upon his withdrawal from 
the partnership or upon liquidation of 
the partnership. The mere right to par¬ 
ticipate in the earnings and profits of a 
partnership is not a capital interest in 
the partnership. 

(2) Basic tests as to ownership —(i) 
In general. Whether an alleged partner 
who is a donee of a capital interest in 
a partnership is the real owner of such 
capital interest, and whether the donee 
has dominion and control over such 
interest, must be ascertained from all the 
facts and circumstances of the particular 
case. Isolated facts should not be con¬ 
sidered determinative; the reality of the 
donee’s ownership is to be determined in 
the light of the transaction as a whole. 




5860 


PROPOSED RULE MAKING 


The execution of legally sufficient and 
irrevocable deeds or other instruments of 
gift under State law is a factor to be 
taken into account but is not determi¬ 
native of ownership by the donee for the 
purposes of section 704 (e). The reality 
of the transfer and of the donee’s owner¬ 
ship of the property attributed to him are 
to be ascertained from the conduct of 
the parties with respect to the alleged 
gift and not by any mechanical or formal 
test. Some of the more important fac¬ 
tors to be considered in determining 
whether the donee has acquired owner¬ 
ship of the capital interest in a partner¬ 
ship are indicated in subdivisions (ii) to 
(x), inclusive, of this subparagraph. 

(ii) Retained controls. The donor may 
have retained such controls of the inter¬ 
est which he has purported to transfer to 
the donee that the donor should be 
treated as remaining the substantial 
owner of the interest. Controls of par¬ 
ticular significance include, for example, 
the following: 

(a) Retention of control of the dis¬ 
tribution of amounts of income or re¬ 
strictions on the distributions of amounts 
of income (other than amounts retained 
in the partnership annually with the 
consent of the partners, including the 
donee partner, for the reasonable needs 
of the business). If there is a partner¬ 
ship agreement providing for a manag¬ 
ing partner or partners, then amounts 
of income may be retained in the part¬ 
nership without the acquiescence of all 
the partners if such amounts are re¬ 
tained for the reasonable needs of the 
business. 

(b) Limitation of the right of the 
donee to liquidate or sell his interest in 
the partnership at his discretion with¬ 
out financial detriment. 

(c) Retention of control of assets es¬ 
sential to the business (for example, 
through retention of assets leased to the 
alleged partnership). 

( d ) Retention of management powers 
Inconsistent with normal relationships 
among partners. Retention by the 
donor of control of business manage¬ 
ment or of voting control, such as is 
common in ordinary business relation¬ 
ships, is not by itself to be considered 
as inconsistent with normal relation¬ 
ships among partners, provided the donee 
is free to liquidate his interest at his dis¬ 
cretion without financial detriment. 
The donee shall not be considered free 
to liquidate his interest unless, consid¬ 
ering all the facts, it is evident that the 
donee is independent of the donor and 
has such maturity and understanding of 
his rights as to be capable of deciding 
to exercise, and capable of exercising, 
his right to withdraw his capital in¬ 
terest from the partnership. 

The existence of some of the indicated 
controls, though amounting to less than 
substantial ownership retained by the 
donor, may be considered along with 
other facts and circumstances as tend¬ 
ing to show the lack of reality of the 
partnership interest of the donee. 

(iii) Indirect controls. Controls in¬ 
consistent with ownership by the donee 
may be exercised indirectly as well as 
directly, for example, through a separate 
business organization, estate, trust, indi¬ 


vidual, or other partnership. Where 
such indirect controls exist, the reality 
of the donee's interest will be determined 
as if such controls were exercisable di¬ 
rectly. 

(iv) Participation in management. 
Substantial participation by the donee 
in the control and management of the 
business (including participation in the 
major policy decisions affecting the bus¬ 
iness) is strong evidence of a donee 
partner’s exercise of dominion and con¬ 
trol over his interest. Such participation 
presupposes sufficient maturity and ex¬ 
perience on the part of the donee to deal 
with the business problems of the part¬ 
nership. 

(v) Income distributions. The actual 
distribution to a donee partner of the 
entire amount or a major portion of 
his distributive share of the business in¬ 
come for the sole benefit and use of the 
donee is substantial evidence of the 
reality of the donee’s interest, provided 
the donor has not retained controls in¬ 
consistent with real ownership in the 
donee. Amounts distributed are not 
considered to be used for the donee’s 
sole benefit if, for example, they are de¬ 
posited, loaned, or invested in such man¬ 
ner that the donor controls or can 
control the use or enjoyment of such 
funds. 

(vi) Conduct of partnership business. 
In determining the reality of the donee’s 
ownership of a capital interest in a part¬ 
nership, consideration shall be given to 
whether the donee is actually treated 
as a partner in the operation of the bus¬ 
iness. Whether or not the donee has 
been held out publicly as a partner in 
the conduct of the business, in relations 
with customers, or with creditors or other 
sources of financing, is of primary sig¬ 
nificance. Other factors of significance 
in this connection include: 

(a) Compliance with local partner¬ 
ship. fictitious names, and business reg¬ 
istration statutes. 

( b ) Control of business bank accounts. 

(c) Recognition of the donee’s rights 
in distributions of partnership property 
and profits. 

(d) Recognition of the donee’s inter¬ 
est in insurance policies, leases, and other 
business contracts and in litigation af¬ 
fecting business. 

(e) The existence of written agree¬ 
ments, records, or memoranda, contem¬ 
poraneous with the taxable year or years 
concerned, establishing the nature of the 
partnership agreement and the rights 
and liabilities of the respective partners. 

(/) Piling of partnership tax returns 
as required by law. 

However, despite formal compliance with 
the above factors, other circumstances 
may indicate that the donor has retained 
substantial ownership of the interest 
purportedly transferred to the donee. 

(vii) Trustees as partners. A trustee 
may be recognized as a partner for in¬ 
come tax purposes under the principles 
relating to family parnerships generally 
as applied to the particular facts of the 
trust-partnership arrangement. A trus¬ 
tee who is unrelated to and independent 
of the grantor, and who participates as a 
partner and receives distribution of the 
income distributable to the trust, will 


ordinarily be recognized as the owner of 
the partnership interest which he holds 
for the trust unless the grantor has re¬ 
tained controls inconsistent with such 
ownership. However, if the grantor is 
the trustee, or if the trustee is amenable 
to the will of the grantor, the provisions 
of the trust instrument (particularly as 
to whether the trustee is subject to the 
responsibilities of a fiduciary), the pro¬ 
visions of the partnership agreement, 
and the conduct of the parties must all 
be taken into account in determining 
whether the trustee in a fiduciary ca¬ 
pacity has become the real owner of the 
partnership interest. Where the grantor 
(or person amenable to his will) is the 
trustee, the trust may be recognized as a 
partner only if the grantor (or such other 
person) in his participation in the af¬ 
fairs of the partnership actively repre¬ 
sents and protects the interests of the 
beneficiaries in accordance with the 
obligations of a fiduciary and does not 
subordinate such interests to the inter¬ 
ests of the grantor. Furthermore, if the 
grantor (or person amenable to his will) 
is the trustee, the following factors will 
be given particular consideration: 

(a) Whether the trust is recognized 
as a partner in business dealings with 
customers and creditors, and 

(b) Whether, if any amount of the 
partnership income is not properly re¬ 
tained for the reasonable needs of the 
business, the trust’s share of such 
amount is distributed to the trust an¬ 
nually and paid to the beneficiaries or 
reinvested solely in the interests of the 
beneficiaries. 

(viii) Interests (not held in trust) of 
minor children. Except where a minor 
child is shown to be competent to man¬ 
age his own property and participate in 
the partnership activities in accordance 
with his interest in the property, a minor 
child generally will not be recognized as 
a member of a partnership unless con¬ 
trol of the property and its enjoyment 
is exercised by another person as fidu¬ 
ciary for the sole benefit of the child, 
and unless there is such judicial super¬ 
vision of the conduct of the fiduciary as 
is required by law. The use of the 
child’s property or income for support 
for which a parent is legally responsible 
will be considered a use for the parent’s 
benefit. “Judicial supervision of the 
conduct of the fiduciary’’ includes filing 
of such accountings and reports as are 
required by law of the fiduciary who par¬ 
ticipates in the affairs of the partner¬ 
ship on behalf of the minor. A minor 
child will be considered as competent to 
manage his own property if he actually 
has sufficient maturity and experience 
to be treated by disinterested persons as 
competent to enter business dealings 
and otherwise to conduct his affairs on 
a basis of equality with adult persons, 
notwithstanding legal disabilities of the 
minor under State law. 

(ix) Donees as limited partners. The 
recognition of a donee’s interest in a lim¬ 
ited partnership will depend, as in the 
case of other donated interests, on 
whether the transfer of property is real 
and on whether the donee has acquired 
dominion and control over the interest 
purportedly transferred to him. To be 
recognized for Federal income tax pur- 
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poses, a limited partnership must be 
organized and conducted in accordance 
with the requirements of the applicable 
State limited-partnership law. The ab¬ 
sence of services and participation in 
management by a donee in a limited 
partnership is immaterial if the limited 
partnership meets all the other require¬ 
ments prescribed in paragraph (e). If 
the limited partner’s right to transfer 
or liquidate his interest is subject to 
substantial restrictions (for example, 
where the interest of the limited partner 
is not assignable in a real sense or where 
such interest may be required to be left 
in the business for a long term of years), 
or if the general partner retains any 
other control which substantially limits 
any of the rights which would ordinarily 
be exercisable by unrelated limited part¬ 
ners in normal business relationships, 
such restrictions on the right to transfer 
or liquidate, or retention of other con¬ 
trol, will be considered strong evidence 
as to the lack of reality of ownership by 
the donee. 

(x) Motive. If the reality of the 
transfer of interest is satisfactorily es¬ 
tablished, the motives for the transac¬ 
tion are generally immaterial. However, 
the presence or absence oJLa tax-avoid¬ 
ance motive is one of many factors to 
be considered in determining the reality 
of the ownership of a capital interest 
acquired by gift. 

(3) Allocation of family partner ship 
income —(i) In general, (a) Where a 
capital interest in a partnership in which 
capital is a material income-producing 
factor is created by gift, the donee’s dis¬ 
tributive share shall be includible in his 
gross income, except to the extent that 
such share is determined without allow¬ 
ance of reasonable compensation for 
services rendered to the partnership by 
the donor, and except to the extent that 
the portion of such distributive share 
attributable to donated capital is pro¬ 
portionately greater than the distribu¬ 
tive share attributable to the donor’s 
capital. For the purpose of this section, 
a capital interest in a partnership pur¬ 
chased by one member of a family from 
another shall be considered to be created 
by gift from the seller, and the fair mar¬ 
ket value of the purchased interest shall 
be considered to be donated capital. The 
“family” of any individual, for the pur¬ 
pose of the preceding sentence, shall 
include only his spouse, ancestors, and 
lineal descendants, and any trust for the 
primary benefit of such persons. 

<b) To the extent that the partner¬ 
ship agreement does not allocate the 
partnership income in accordance with 
subdivision (a) above, the distributive 
shares of the partnership income of the 
donor and donee shall be reallocated by 
making a reasonable allowance for the 
services of the donor and by attributing 
the balance of such income (other than 
a reasonable allowance for the services, 
if any, rendered by the donee) to the 
partnership capital of the donor and 
donee. The portion of income, if any, 
thus attributable to partnership capital 
for the taxable year shall be allocated 
between the donor and donee in accord¬ 
ance with their respective interests in 
Partnership capital. 
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(c) In determining a reasonable al¬ 
lowance for services rendered by the 
partners, consideration shall be given to 
all facts and circumstances of the busi¬ 
ness, including the fact that some of the 
partners may have greater managerial 
responsibility than others. There shall 
also be considered the amount that 
w T ould ordinarily be paid in order to ob¬ 
tain comparable services from a person 
not having a capital interest in the 
partnership. 

(d) The distributive share of partner¬ 
ship income, as determined under sub¬ 
division (b), of a partner who rendered 
services to the partnership before enter¬ 
ing the Armed Forces of the United 
States shall not be diminished because 
of absence due to military service. Such 
distributive share shall be adjusted to 
reflect increases or decreases in the 
capital interest of the absent partner. 
However, the partners may by agree¬ 
ment allocate a smaller share to the ab¬ 
sent partner due to his absence. 

(ii) Special rules, (a) The provi¬ 
sions of subdivision (i) of this subpara¬ 
graph (relating to allocation of family 
partnership income) are applicable 
where the interest in the partnership is 
created by gift, indirectly or directly. 
Where the partnership interest is cre¬ 
ated indirectly, the term “donor” may 
include persons other than the nominal 
transferor. This rule may be illustrated 
by the following examples: 

Example (1). A father gives property to 
his son who shortly thereafter conveys the 
property to a partnership consisting of the 
father and the son. The partnership in¬ 
terest of the son may be considered created 
by gift and the father may be considered 
the donor of the son’s partnership interest. 

Example (2). A father, the owner of a 
business conducted as a sole proprietorship, 
transfers the business to a partnership con¬ 
sisting of his wife and himself. The wife 
subsequently conveys her interest to their 
son. In such case, the father, as well as 
the mother, may be considered the donor 
of the son’s partnership interest. 

Example ( 3 ). A father mokes a gift to 
his son of stock in the family corporation. 
The corporation is subsequently liquidated. 
The son later contributes the property re¬ 
ceived in the liquidation of the corporation 
to a partnership consisting of his father and 
himself. In such case, the son’s partnership 
interest may be considered created by gift 
and the father may be considered the donor 
of his son’s partnership interest. 

(b) The allocation rules set forth in 
section 704 (e) and subdivision (i) of 
this subparagraph apply in any case in 
which the transfer or creation of the 
partnership Interest has any of the sub¬ 
stantial characteristics of a gift. Thus, 
allocation may be required where trans¬ 
fer of a partnership interest is made 
between members of a family (including 
collaterals) under a purported purchase 
agreement, if the characteristics of a gift 
are ascertained from the terms of the 
purchase agreement, the terms of any 
loan or credit arrangements made to 
finance the purchase, or from other 
relevant data. 

(c) In the case of a limited partner¬ 
ship, for the purpose of the allocation 
provisions of subdivision (i) of this sub- 
paragraph, consideration shall be given 
to the fact that a general partner, unlike 
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a limited partner, risks his credit in the 
partnership business. 

(4) Purchased interest —(i) In gen¬ 
eral. If a purported purchase of a cap¬ 
ital interest in a partnership does not 
meet the requirements of subdivision (ii) 
of this subparagraph, the ownership by 
the transferee of such capital interest 
will be recognized only if it qualifies 
under the requirements applicable to a 
transfer of a partnership interest by gift. 
In a case not qualifying under subdivi¬ 
sion (ii), if payment of any part of the 
purchase price is made out of partner¬ 
ship earnings, the transaction may be 
regarded in the same light as a pur¬ 
ported gift subject to deferred enjoy¬ 
ment of income. Such a transaction 
may be lacking in reality either as a gift 
or as a bona fide purchase. 

(ii) Tests as to reality of purchased in¬ 
terests. A purchase of a capital interest 
in a partnership, either directly or by 
means of a loan or credit extended by a 
member of the family, will be recognized 
as bona fide under either of the following 
tests: 

(a) If it can be shown that the pur¬ 
chase has the usual characteristics of an 
arm’s-length transaction, considering all 
relevant factors, including the terms of 
the purchase agreement (as to price, due 
date of payment, rate of interest, and 
security, if any) and the terms of any 
loan or credit arrangement collateral to 
the purchase agreement; the credit 
standing of the purchaser, apart from 
relationship to the seller: and the ca¬ 
pacity of the purchaser to incur a legally 
binding obligation; or 

(b> If it can be shown, in the absence 
of characteristics of an arm’s-length 
transaction, that the purchase was genu¬ 
inely intended to promote the success 
of the business by securing participation 
of the purchaser in the business or by 
adding his credit to that of the other 
participants. However, if the alleged 
purchase price or loan has not been paid 
or the obligation otherwise discharged, 
the factors indicated in subdivision (a) 
and this subdivision shall be taken into 
account only as an aid in determining 
whether a bona fide purchase or loan 
obligation existed. 

§ 1.705 Statutory provisions; deter¬ 
mination of basis of partner's interest. 

Sec. 705. Determination of basis of part¬ 
ner's interest —(a) General rule. The ad¬ 
justed basis of a partner’s interest in a part¬ 
nership shall, except as provided in 
subsection (b), be the basis of such interest 
determined under section 722 (relating to 
contributions to a partnership) or section 
742 (relating to transfers ol partnership in¬ 
terests)— 

(1) Increased by the sura of his distribu¬ 
tive share for the taxable year and prior 
taxable years of— 

(A) Taxable Income of the partnership as 
determined under section 703 (a), 

(B) Income of the partnership exempt 
from tax under this title, and 

(C) The excess of the deductions for de¬ 
pletion over the basis of the property subject 
to depletion; and 

(2) Decreased (but not below zero) by 
distributions by the partnership as provided 
in section 733 and by the sum of his dis¬ 
tributive share for the taxable year and 
prior taxable years of— 

(A) Losses of the partnership, and 





5862 


PROPOSED RULE MAKING 


(B) Expenditures of the partnership not 
deductible In computing its taxable Income 
and not properly chargeable to capital ac¬ 
count. 

<b) Alternative rule. The Secretary or his 
delegate shall prescribe by regulations the 
circumstances under which the adjusted 
basis of a partner’s interest in a partnership 
may be determined by reference to his pro¬ 
portionate share of the adjusted basis of 
partnership property upon a termination of 
the partnership. 

§ 1.705-1 Determination of basis of 
partner's interest —(a) General rule. 

(1) Section 705 and this section provide 
rules for determining the adjusted basis 
of a partner’s interest in a partnership. 
A partner is required to determine the 
adjusted basis of his interest in a part¬ 
nership only when necessary for the de¬ 
termination of his tax liability or that 
of any other person. The determina¬ 
tion of the adjusted basis of a partner¬ 
ship interest is ordinarily made as of 
the end of a partnership taxable year. 
However, where there has been a sale 
or exchange of a partnership interest or 
a liquidation of a partner’s entire in¬ 
terest in a partnership, the adjusted 
basis of the partner’s interest should be 
determined as of the date of sale or ex¬ 
change or liquidation. The adjusted 
basis of a partner’s interest in a partner¬ 
ship is determined without regard to any 
amount shown in the partnership books 
as the partner’s “capital” or “equity” 
account, etc. For example, A contrib¬ 
utes property with an adjusted basis to 
him of $400 (and a value of $1,000) to 
a partnership. B contributes $1,000 
cash. While under their agreement 
each may have a “capital” account in 
the partnership of $1,000, the adjusted 
basis of A’s interest is $400 and B’s in¬ 
terest $1,000. 

(2) The original basis of a partner’s 
interest in a partnership shall be deter¬ 
mined under section 722 (relating to 
contributions to a partnership) or sec¬ 
tion 742 (relating to transfers of part¬ 
nership interests). The basis so deter¬ 
mined shall be increased by any further 
contributions to the partnership in ac¬ 
cordance with section 722 and by the 
sum of the partner’s distributive share 
for the taxable year and prior taxable 
years of— 

(i> Taxable income of the partnership 
as determined under section 703 (a), 

(ii) Tax-exempt receipts of the part¬ 
nership, and 

(iii) The excess of the deduction for 
depletion over the basis of depletable 
property. 

(3) The basis shall be decreased (but 
not below zero) by distributions from 
the partnership as provided in section 
733 and by the sum of the partner’s dis¬ 
tributive share for the taxable year and 
prior taxable years of— 

(i) Partnership losses (including capi¬ 
tal losses), and 

(ii> Partnership expenditures which 
are not deductible in computing taxable 
income and which are not capital 
expenditures. 

(4) In determining the amount of 
contributions made by a partner to a 
partnership or the amount of distribu¬ 
tions made by a partnership to a partner, 
see section 752 and § 1.752-1, relating to 
the treatment of certain liabilities. 


(b) Alternative rule. In certain cases, 
the adjusted basis of a partner’s interest 
in a partnership may be determined by 
reference to the partner’s proportionate 
share of the adjusted basis of partner¬ 
ship property which would be distributa¬ 
ble upon termination of the partnership. 
The alternative rule may be used to 
determine the adjusted basis of a part¬ 
ner’s interest where circumstances are 
such that the partner cannot apply the 
general rule set forth in section 705 (a) 
and paragraph (a), and where, from a 
consideration of all the facts, it is, in 
the opinion of the Commissioner, reason¬ 
able to conclude that the result produced 
will not vary substantially from the re¬ 
sult obtainable under the general rule. 
In certain cases, adjustments may be 
necessary in determining the adjusted 
basis of a partner’s interest in a partner¬ 
ship under the alternative rule. Adjust¬ 
ments would be required, for example, 
in order to reflect in a partner’s propor¬ 
tionate share of the adjusted basis of 
partnership property any significant dis¬ 
crepancies arising as a result of contrib¬ 
uted property, transfers of partnership 
interests, or distributions of property to 
the partners. The operation of the alter¬ 
native rule may be illustrated by the 
following examples: 

Example (J). The AB partnership. In 
which A and B are equal partners, owns 
property with an adjusted basis of $1,000 and 
has earned and retained an additional $1,000. 
The total adjusted basis of partnership prop¬ 
erty is $2,000. The proportionate share of 
each partner in the adjusted basis of part¬ 
nership property is one-half of this amount, 
or $1,000. Under the alternative rule, this 
amount represents each partner’s adjusted 
basis for his partnership interest. If $250 is 
distributed to each partner, his basis becomes 
$750, or one-half of the remaining $1,500 
partnership basis. If $350 had been dis¬ 
tributed to A and $150 to B. A’s basis would 
be $650 ($1,000 minus $350); B’s basis would 
be $850 ($1,000 minus $150). 

Example (2). Assume that partner A in 
example (1) sells his partnership interest to 
C for $1,250 at a time when the partnership 
property with an adjusted basis of $1,000 had 
appreciated in value to $2,000, and when the 
partnership also has $500 in cash. The ad¬ 
justed basis of partnership property is $1,500 
and the value of such property is $2,500. C’s 
basis for his partnership interest is his cost. 
$1,250. However, his one-half share of the 
adjusted basis of partnership property is only 
$750. Therefore, for the purposes of the 
alternative rule, C has an adjustment of $500 
in determining the basis of his interest. This 
amount represents the difference between 
the cost of his partnership Interest and his 
pro rata share of partnership basis at the 
time of purchase. If the partnership now 
earns and retains an additional $1,000, its 
property will have an adjusted basis of $2,500 
and a value of $3,500. C’s adjusted basis for 
his interest under the alternative rule is 
$1,750, determined by adding $500, his basis 
adjustment, to $1,250 (his one-half share of 
the $2,500 adjusted basis of partnership 
property). If the partnership currently dis¬ 
tributes $250 to each partner. C’s adjusted 
basis for his interest would be $1,500 
($1,000, his one-half share of the remaining 
basis of partnership property, $2,000, plus his 
basis adjustment of $500). 

Example (3). Assume that BC partnership 
in example (2) continues to operate. In 
1960. C proposes to sell his partnership in¬ 
terest and wishes to evaluate the tax con¬ 
sequences of such sale. It is necessary, 
therefore, to determine the adjusted basis 
of his interest in the partnership. Assume 


further that C cannot determine the adjusted 
basis of his interest under the general rule 
and that there is no reason to believe that 
the result to be obtained under the alter¬ 
native rule will vary substantially from the 
result under the general rule. The balance 
sheet of the BC partnership follows: 



Ad¬ 

justed 

basis 

jx*r 

books 

Market 

valuer 

ASSETS 

Cash. 

iiii 

S 0..8 

lift 

Receivables.... 

I depreciable property... 

Laud held for investment___ 

Total. 

30.000 

42,000 

LIABILITIES AMD CAPITAL 

Liabilities.. 

Per 

books 

$ 0,000 

0,000 

15,000 

Capital accounts: 

B . 


C. 


Total........ 


30,000 





The $15,000 representing the amount of C’s 
capital account does not reflect the $500 
basis adjustment arising from C’s purchase 
of his interest. See example (2). The ad¬ 
justed basis of C’s partnership Interest de¬ 
termined under the alternative rule is as 
follows: 

C's proportionate share of the ad¬ 
justed basis of partnership prop¬ 
erty (reduced by the amount of 
liabilities) at time of proposed 
sale (15.000/24.000 of $24,000).— $15,000 


C’s proportionate share of partner¬ 
ship liabilities (under the part¬ 
nership agreement liabilities are 

shared equally)__ 3,000 

C’s basis adjustment from example 

(2).. 500 


Adjusted basis of C’s interest at the 

time of proposed sale as deter¬ 
mined under alternative rule_ 18. 500 

§ 1.706 Statutory provisions; taxable 
years of partner and partnership . 

Sec. 706. Taxable years of partner and 
partnership— (a) Year in which partnership 
income is includible. In computing the tax¬ 
able income of a partner for a taxable 
year, the inclusions required by section 702 
and section 707 (c) with respect to a part¬ 
nership shall be based on the income, gain, 
loss, deduction, or credit of the partnership 
for any taxable year of the partnership end¬ 
ing wdthln or with the taxable year of the 
partner. 

(b) Adoption of taxable year —(1) Part¬ 
nership’s taxable year. The taxable year of 
a partnership shall be determined as though 
the partnership were a taxpayer. A part¬ 
nership may not change to, or adopt, a tax¬ 
able year other than that of all its principal 
partners unless it establishes, to the satis¬ 
faction of the Secretary or his delegate, a 
business purpose therefor. 

(2) Partner’s taxable year. A partner may 
not change to a taxable year other than that 
of a partnership in which he is a principal 
partner unless he establishes, to the satis¬ 
faction of the Secretary or his delegate, a 
business purpose therefor. 

(3) Principal partner. For the purpose 
of this subsection, a principal partner is a 
partner having an interest of 5 percent or 
more in partnership profits or capital. 

(c) Closing of partnership year —(1) Gen¬ 
eral rule. Except In the case of a termination 
of a partnership and except as provided in 
paragraph (2) of this subsection, the taxable 
year of a partnership shall not close as the 
result of the death of a partner, the entry 
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of a new partner, the liquidation of a part¬ 
ner’s interest in the partnership, or the sale 
or exchange of a partner’s interest in the 
partnership. 

(2) Partner who retires or sells interest 
in partnership—(A) Disposition of entire 
interest. The taxable year of a partnership 
shall close— 

(i) With respect to a partner who sells or 
exchanges his entire interest in a partner¬ 
ship. and 

(11) With respect to a partner whose inter¬ 
est is liquidated, except that the taxable year 
of a partnership with respect to a partner 
who dies shall not close prior to the end of 
the partnership’s taxable year. 

Such partner’s distributive share of items 
described in section 702 (a) for such year 
shall be determined, under regulations pre¬ 
scribed by the Secretary or his delegate, for 
the period ending with such sale, exchange, 
or liquidation. 

(B) Disposition of less than entire interest. 
The taxable year of a partnership shall not 
close (other than at the end of a partner¬ 
ship's taxable year as determined under sub¬ 
section (b) (1)) with respect to a partner 
who sells or exchanges less than his entire 
interest in the partnership or with respect 
to a partner whose interest is reduced, but 
such partner’s distributive share of items 
described in section 702 (a) shall be deter¬ 
mined by taking into account his varying 
interests in the partnership during the tax¬ 
able year. 

5 1.706-1 Taxable years of partner 
and partnership —(a) Year in which 
partnership income is includible. In 
computing his taxable income for a tax¬ 
able year, a partner is required to include 
his distributive share of partnership 
items set forth in section 702 for any 
partnership year ending within or with 
his taxable year. A partner shall also 
include in his taxable income for a tax¬ 
able year “guaranteed payments" under 
section 707 (c) which are made to him in 
a partnership taxable year ending within 
or with his taxable year. The provisions 
of this paragraph may be illustrated by 
the following example; 

Example. Partner A reports his income 
for a calendar year while the partnership of 
which he is a member reports its income 
for a fiscal year ending May 31. During 
the partnership taxable year ending May 31. 
1956, A received guaranteed payments of 
$1,200 for services and for the use of capital. 
Of this amount, $700 was received by A be¬ 
tween June 1 and December 31, 1955. and 
the remaining $500 was received by him be¬ 
tween January 1 and May 31. 1956. This 
enure $1,200 received by A is includible in 
his taxable income for the calendar year 
1956 (together with his distributive share 
of partnership items set forth in section 702 
for the partnership taxable year ending May 
31. 1956). 

(b) Adoption or changes of taxable 
year —(l) Partnership taxable year. 
The taxable year of a partnership shall 
be determined as though the partner¬ 
ship were a taxpayer. An existing part¬ 
nership may not change to a taxable year 
other than that which is the same as 
that of all of its principal partners un¬ 
less it obtains prior approval from the 
Commissioner. A newly formed part¬ 
nership which wishes to adopt a taxable 
year which is different from the taxable 
year of any of its principal partners 
must secure prior approval from the 
Commissioner, except that a new part¬ 
nership may adopt a calendar year with¬ 
out securing prior approval if all the 


principal partners are not on the same 
taxable year. Prior approval will not be 
required if— 

(1) All the principal partners have the 
same taxable year which the partnership 
adopts or to which it changes, or 

<ii) All principal partners having a 
different taxable year than that which 
the partnership wishes to adopt or 
change to, concurrently change to such 
taxable year. 

Where prior approval is required, see 
subparagraph (5) below. 

(2) Partner's taxable year. A partner 
may not change to or adopt a taxable 
year which is not the same as that of 
every partnership in which he is a prin¬ 
cipal partner unless he obtains the prior 
approval of the Commissioner in ac¬ 
cordance with subparagraph (5) below. 
Except as provided by section 442 and 
the regulations thereunder, prior ap¬ 
proval will not be required in the case 
of a partner who changes to a taxable 
year— 

(i) Which is the same as that of every 
partnership in which he is a principal 
partner, or 

<ii) Which is the same as that to 
which every such partnership having a 
different taxable year concurrently 
changes. 

(3) Principal partner. For the pur¬ 
pose of this paragraph, a principal part¬ 
ner is a partner having an interest of 
5 percent or more in partnership profits 
or capital. 

(4) Returns, (i) Any partner who 
changes his taxable year or any partner¬ 
ship which changes its taxable year shall 
make his or its return for a short period 
in accordance with section 443, except 
that the partnership taxable income 
shall not be placed on an anual basis 
under section 443 (b). After a change 
in a taxable year has been made, the 
income shall be computed and the re¬ 
turns shall be filed on the basis of the 
new taxable year. 

(ii) Any newly formed partnership 
shall file with its first return a statement 
indicating whether the taxable year 
which it has adopted is the same as that 
of all the principal partners, or that 
which all of the principal partners are 
concurrently changing to or adopting. 
If all the taxable years are not the same, 
this statement should include the names, 
addresses and taxable years of the part¬ 
ners. If a partner or an existing part¬ 
nership changes his or its taxable year, 
a statement setting forth the taxable 
years of the partners and the partner¬ 
ships shall be filed with the return for 
the short period resulting from the 
change of taxable year. 

(5) Approval of change in taxable 
year. Where prior approval of a change 
in a taxable year of a partnership or a 
partner is required, application shall be 
filed in accordance with the regulations 
under section 442. Where prior approval 
is required under section 706 (b) and 
§ 1.706-1 <b>, application shall be filed 
with the Commissioner on or before the 
last day of the month following the close 
of the taxable year for which approval 
is sought. An application for a change 
in or adoption of a taxable year under 
section 706 (b) and § 1.706-1 (b) must 


establish a business purpose therefor to 
the satisfaction of the Commissioner. 
For example, partnership AB, which has 
been on a calendar year, changes its 
principal business activity so that its 
“natural business year" (the annual ac¬ 
counting period encompassing all related 
income and expense) now ends on Sep¬ 
tember 30. This change may be re¬ 
garded as establishing a “business 
purpose". 

(6) Effective date. Section 706 (b) 
applies to any partnership which adopts 
or changes to a taxable year beginning 
on or after April 2, 1954. For the pur¬ 
pose of applying this provision, section 
708 (relating to the continuation of a 
partnership) applies to any such tax¬ 
able year. See section 771 (b) (1) and 
§ 1.771-1 (b) (1). If a partner or a 
partnership has changed to or adopted 
as a taxable year an annual accounting 
period beginning on or after April 2. 
1954, without obtaining prior approval 
of the Commissioner, and if, under the 
provisions of this paragraph prior ap¬ 
proval is required for the change or 
adoption, such annual accounting period 
will not be accepted as a taxable year 
until approval thereof is secured. Un¬ 
der these circumstances, an application 
to change to or adopt the desired tax¬ 
able year will be considered timely if 
filed within 90 days following the pro¬ 
mulgation of the regulations under sec¬ 
tion 706. 

(c) Closing of partnership year —(1) 
General rule. Section 706 (c) and this 
paragraph provide rules governing the 
closing of partnership years. The clos¬ 
ing of a partnership taxable year or a 
termination of a partnership for Federal 
income tax purposes is not governed by 
the "dissolution", “liquidation", etc., of 
a partnership under State or local law. 
The taxable year of a partnership shall 
not close as the result of the death of a 
partner, the entry of a new partner, the 
liquidation of a partner’s entire interest 
in the partnership (as defined in section 
761 (d)>, or the sale or exchange of a 
partner’s interest in the partnership, ex¬ 
cept in the case of a termination of a 
partnership and except as provided in 
subparagraph (2) below. In the case of 
termination, the partnership taxable 
year closes for all partners as of the date 
of termination. See section 708 (b) and 
§ 1.708-1 (b). 

(2) Partner who retires or sells inter¬ 
est in partnership —(i) Disposition of 
entire interest . A partnership taxable 
year shall close with respect to (a) a 
partner who sells or exchanges his entire 
interest in a partnership, and <b) a 
partner whose entire interest is liqui¬ 
dated. However, a partnership taxable 
year with respect to a partner who dies 
shall not close prior to the end of such 
partnership taxable year, or the time 
when such partner’s interest (held by his 
estate or other successor ) is liquidated or 
sold or exchanged, whichever is earlier. 
See subparagraph (3) below. 

(ii) Inclusions in taxable income. In 
the case of a sale or exchange or liquida¬ 
tion of a partner’s entire interest, the 
partner shall include, in his taxable in¬ 
come for the taxable year within or with 
which his membership in the partner¬ 
ship ends, his distributive share of items 
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described in section 702 (a) for the pe¬ 
riod ending with the date of such sale, 
exchange, or liquidation. In order to 
avoid an interim closing of the partner¬ 
ship books, such partner’s share may, by 
agreement among the partners, be esti¬ 
mated by taking the pro rata part (de¬ 
termined according to the portion of the 
taxable year of the partnership which 
has elapsed prior to the sale) of the 
amount of such items he would have in¬ 
cluded in his taxable income had he re¬ 
mained a partner until the end of the 
partnership taxable year. If this method 
of computing the partner’s share is used, 
any partner who is the transferee of 
such partner’s interest shall include in 
his taxable income, as his distributive 
share of items described in section 702 
(a) with respect to the acquired inter¬ 
est, the pro rata part (determined ac¬ 
cording to the portion of the taxable 
year of the partnership which has 
elapsed since the acquisition of his in¬ 
terest) of the amount of such items he 
would have included had he been a part¬ 
ner from the beginning of the taxable 
year of the partnership. The applica¬ 
tion of this subdivision may be illustrated 
by the following example: 

Example. Assume that a partner selling 
his partnership interest on June 30. 1955. 
has an adjusted basis for his interest of 
$5,000, that his pro rata share of partner¬ 
ship income up to June 30 is $15,000. and 
that he sells his interest for $20,000. Under 
the provisions of section 706 (c) (2). the 
partnership year with respect to him closes 
at the time of the sale. The $15,000 is in¬ 
cludible in his Income as his distributive 
share, and under section 705 it increases the 
basis of his partnership interest to $20,000. 
Therefore, no gain is recognized on the sale 
of his partnership interest. The purchaser 
of this partnership Interest shall include 
in his income only his distributive share 
of partnership income for the remainder 
of the partnership taxable year. 

(3) Partner who dies . When a part¬ 
ner dies, the partnership taxable year 
shall not close with respect to such part¬ 
ner prior to the end of the normal part¬ 
nership taxable year, or prior to the 
time when such partner’s entire interest 
(held by his estate or other successor) 
is liquidated or sold or exchanged, 
whichever is earlier. The partnership 
taxable year shall continue to its normal 
conclusion both for the remaining part¬ 
ners and with respect to the decedent 
partner, except that the last return of 
the decedent partner shall include only 
his share of partnership taxable income 
for the partnership taxable year ending 
within or with the last taxable year of 
such decedent partner (i. e., the year 
ending with the date of his death). The 
decedent’s distributive share of partner¬ 
ship taxable income for a partnership 
taxable year not ending within or with 
the decedent’s last taxable year shall be 
includible in the return of his estate or 
other successor in interest. (Such dis¬ 
tributive share is considered income in 
respect of a decedent under section 691 
to the extent that it is attributable to 
the period ending with the date of death 
of the decedent.) However, if under 
the terms of an agreement existing at 
the date of death of a partner, a sale 
or exchange of the decedent partner’s 
entire interest in the partnership occurs 
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upon that date, then the taxable year 
of the partnership with respect to such 
decedent partner closes upon the date 
of his death. (See section 706 (c) (2) 
(A) (i).) The sale or exchange of a 
partnership interest does not, for the 
purpose of this rule, include any transfer 
of a partnership interest which occurs 
at death as a result of inheritance or 
any other testamentary disposition. 
The provisions of this subparagraph may 
be illustrated by the following examples: 

Example (1). B has a taxable year ending 
December 31 and is a member of partner¬ 
ship ABC. the taxable year of which ends on 
June 30. B dies on October 31, 1955. His 
estate adopts a taxable year ending Decem¬ 
ber 31. The return of the decedent for the 
period January 1 to October 31, 1955, will In¬ 
clude only his distributive share of taxable 
Income of the partnership for its taxable 
year ending June 30. 1955. The distributive 
share of taxable Income of the partnership 
for its taxable year ending June 30. 1956, 
attributable to the interest of the decedent, 
including earnings both prior to and after 
the decedent’s death, will be includible in 
the return of the estate for its taxable year 
ending December 31. 1956. (That portion of 
the distributive share attributable to earn¬ 
ings prior to death is considered income in 
respect of a decedent under section 691.) 

Example (2). Assume the same facts ns 
in example (1), except that prior to B’s death. 
B and D had agreed that upon B’s death, D 
would purchase B’s interest for $10,000. 
When B dies on October 31. 1955. the partner¬ 
ship taxable year beginning July 1, 1955, 
closes with respect to him. Therefore, the 
return for B’s last taxable year (January 1 
to October 31, 1955) will include his dis¬ 
tributive share of taxable Income of the 
partnership for its taxable year ending June 

30. 1955, plus his share of partnership tax¬ 
able Income for the period July 1 to October 

31. 1955. See 5 1.706 (c) (2) (ii). 

Example (3). H is a member of a partner¬ 
ship having a taxable year ending December 
31. Both H and his son S also file calendar 
year returns. H dies on March 31. 1955. 
Administration of the estate is completed 
and the estate, including the partnership 
interest, is distributed to S as legatee on 
November 30. 1955. Such distribution is not 
considered a sale or exchange. No part of 
the taxable Income of the partnership for 
the taxable year ending December 31, 1955, 
which is allocable to H. will be included in 
H’s taxable income for his last taxable year 
(January 1 to March 31, 1955) or in the tax¬ 
able Income of H’s estate for the taxable 
year April 1 to November 30, 1955. The share 
of partnership taxable income for the full 
calendar year that is allocable to H will be 
includible in the taxable Income of S for his 
taxable year ending December 31, 1955. 

(4) Disposition of less than entire in- 
tercst. If a partner sells or exchanges a 
part of his interest in a partnership or if 
the interest of a partner is reduced, the 
partnership taxable year shall continue 
to its normal end. In such case, the 
partner’s distributive share of items 
which he is required to include in his 
taxable income under the provisions of 
section 702 (a) shall be determined by 
taking into account his varying interests 
in the partnership during the partner¬ 
ship taxable year in which such sale or 
exchange or reduction of interest oc¬ 
curred. 

§ 1.707 Statutory provisions; transac¬ 
tions between partner and partnership. 

Sec. 707. Transactions between partner and 
partnership —(a) Partner not acting in ca¬ 


pacity as partner . If a partner engages In a 
transaction with a partnership other than In 
his capacity as a member of such partner¬ 
ship, the transaction shall, except as other¬ 
wise provided in this section, be considered 
as occurring between the partnership and one 
who is not a partner. 

(b) Certain sales or exchanges of property 
with respect to controlled partnerships —(1) 
Losses disallowed. No deduction shall be al¬ 
lowed in respect of losses from sales or ex¬ 
changes of property (other than an inter¬ 
est in the partnership), directly or indirectly, 
between— 

(A) A partnership and a partner owning, 
directly or indirectly more than 50 percent of 
the capital Interest, or the profits interest, 
in such partnership, or 

(B) Two partnerships in which the same 
persons own. directly or Indirectly, more than 
50 percent of the capital Interests or profits 
interests. 

In the case of a subsequent sale or exchange 
by a transferee described in this paragraph, 
section 267 (d) shall be applicable as if the 
loss were disallowed under section 267 (a) 
( 1 ). 

(2) Gains treated as ordinary income. In 
the case of a sale or exchange, directly or in¬ 
directly, of property, which in the hands of 
the transferee, is property other than a cap¬ 
ital asset as defined in section 1221— 

(A) Between a partnership and a partner 
owning, directly or Indirectly, more than 80 
percent of the capital interest, or profits in¬ 
terest. in such partnership, or 

(B) Between two partnerships In which the 
same persons own. directly or indirectly, more 
than 80 percent of the capital interests or 
profits interests, 

any gain recognized shall be considered as 
gain from the sale or exchange of property 
other than a capital asset. 

(3) Ownership of a capital or profits in¬ 
terest. For purposes of paragraphs (1) and 
(2) of this subsection, the ownership of a 
capital or profits interest in a partnership 
shall be determined in accordance with the 
rules for constructive ownership of stock 
provided in section 267 (c) other than para¬ 
graph (3) of such section. 

(c) Guaranteed payments. To the extent 
determined without regard to the Income 
of the partnership, payments to a partner 
for services or the use of capital shall be 
considered as made to one who is not a 
member of the partnership, but only for the 
purposes of section 61 (a) (relating to gross 
income) and section 162 (a) (relating to 
trade or business expenses). 

§ 1.707-1 Transactions between part¬ 
ner and partnership —(a) Partner not 
acting in capacity as partner. A partner 
who engages in a transaction with a 
partnership other than in his capacity 
as a partner shall be treated as if he 
were not a member of the partnership. 
Such transactions include, for example, 
loans by the partner to the partnership 
or by the partnership to the partner, 
the sale of property by the partner to 
the partnership, the purchase of prop¬ 
erty by the partner from the partnership, 
and the rendering of services by the 
partnership to the partner or by the 
partner to the partnership. However, 
transactions involving contributions of 
money or property by a partner to a 
partnership, or distributions of money 
or property by a partnership to a part¬ 
ner, are not included within the provi¬ 
sions of this section. In all cases the 
substance of the transaction will govern, 
rather than the form. 

(b) Certain sales or exchanges of 
property with respect to controlled part¬ 
nerships —(1) Losses disallowed. <i> 
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No deduction shall be allowed with re¬ 
spect to a loss on a sale or exchange of 
property (other than an interest in the 
partnership), directly or indirectly, be¬ 
tween a partnership and a partner who 
owns, directly or indirectly, more than 
50 percent of the capital interest or 
profits interest in such partnership. A 
loss on a sale or exchange of property, 
directly or indirectly, between two part¬ 
nerships in which the same persons own, 
directly or indirectly, more than 50 per¬ 
cent of the capital interests or profits 
interests in each partnership shall not 
be allowed. 

<ii) If a gain is realized upon the sub¬ 
sequent sale or exchange by a transferee 
of property with respect to which a loss 
was disallowed under the provisions of 
subdivision (i) above, section 267 (d) 
(relating to amount of gain where loss 
previously disallowed) shall apply as 
though the loss were disallowed under 
section 267 (a) (1). 

(2) Gains treated as ordinary income. 
Any gain recognized upon the sale or 
exchange, directly or indirectly, of prop¬ 
erty which in the hands of the transferee 
is property other than a capital asset, as 
defined in section 1221, shall be ordinary 
income if the transaction is between a 
partnership and a partner who owns, 
directly or indirectly, more than 80 per¬ 
cent of the capital interest or profits 
interest in the partnership. This rule 
also applies where such a transaction is 
between partnerships in which the same 
persons own, directly or indirectly, more 
than 80 percent of the capital interests 
or profits interests in each partnership. 
The term “property other than a capital 
asset" includes (but is not limited to) 
depreciable property, inventory, and 
stock in trade. 

(3) Ownership of capital or profits 
interest. For the purpose of section 707 
(b) and this paragraph, the ownership 
of a capital interest or profits interest in 
a partnership shall be determined in ac¬ 
cordance with the rules for constructive 
ownership of stock provided in section 
267 (c) (1), (2). (4), and (5). Under 
these rules, ownership of a capital or 
profits interest in a partnership may in 
certain circumstances be attributed to a 
person who is not a partner as defined in 
section 761 (b). 

(c) Guaranteed payments. For the 
purposes of section 61 (a) (relating to 
gross income) and section 162 (a) (re¬ 
lating to trade or business expenses), 
payments made by a partnership to a 
partner for services or for the use of 
capital are considered as made to a per¬ 
son who is not a partner, to the extent 
such payments are determined without 
regard to the income of the partnership. 
Accordingly, a partner must include such 
payments as ordinary income for his 
taxable year within or with which the 
partnership taxable year ends during 
which partnership taxable year such 
payments were deducted by the partner¬ 
ship as paid or accrued under its method 
of accounting. See section 706 (a) and 
§ 1.706-1 (a). Guaranteed payments 

are not considered as made to one who 
is not a member of the partnership for 
the purposes of any provision of the 
internal revenue laws other than sec¬ 


tions 61 (a) and 162 (a). For example, 
a partner who receives guaranteed pay¬ 
ments for a period during which he is 
absent from work because of personal 
injuries or sickness is not entitled to ex¬ 
clude such payments from his gross in¬ 
come under section 105 (d). Similarly, 
a partner who receives guaranteed pay¬ 
ments is not regarded as an employee of 
the partnership for the purposes of with¬ 
holding of tax at source, deferred com¬ 
pensation plans, etc. The provisions of 
this paragraph may be illustrated by the 
following examples: 

Example ( l ). Under the ABC partnership 
agreement, partner A Is entitled to a fixed 
annual salary of $10,000 without regard to 
the income of the partnership. His dis¬ 
tributive share la 10 percent. After de¬ 
ducting the guaranteed payment, the part¬ 
nership has $50,000 ordinary income. A 
must include $15,000 as ordinary Income for 
his taxable year within or with which the 
partnership taxable year ends ($10,000 
guaranteed payment plus $5,000 distributive 
share). 

Example (2). Partner B in the above 
partnership is to receive 30 percent of part¬ 
nership income as determined before taking 
into account any guaranteed payments, but 
not less than $10,000. Since such Income 
of the partnership is $60,000 ($50,000 taxable 
Income plus $10,000 guaranteed payment to 
A), B received $18,000 ( 30 percent of $60,000) 
as his distributive share. No part of this 
amount is a guaranteed payment. How¬ 
ever. if the partnership had $20,000 of such 
income (instead of $60,000), $6,000 (30 per¬ 
cent of $20,000) would be partner B’s dis¬ 
tributive share, and the $4,000 payable to B 
to bring the total amount that he is to re¬ 
ceive to $10,000 would be a guaranteed pay¬ 
ment. 

Example (3). Partner X In the XY part¬ 
nership Is to receive a “salary” of $10,000 
plus 30 percent of the taxable Income or 
loss of the partnership. After deducting the 
salary of $10,000 paid partner X, the XY 
partnership has a loss of $9,000. Of this 
amount, $2,700 (30 percent of the loss) is 
X’8 distributive share of partnership loss and 
is to be taken into account by him in his 
return. In addition, he must report as ordi¬ 
nary income the guaranteed payment of 
$10,000 made to him by the partnership. 

Example ( 4). Assume the same facts as 
in example (3) except that instead of a 
$9,000 loss, the partnership has $30,000 In 
capital gains and no other items of income 
or deduction, except the $10,000 paid X as a 
guaranteed payment. Since the items of 
partnership Income or loss must be segre¬ 
gated, the partnership has a $10,000 ordinary 
loss and $30,000 in capital gains. X's dis¬ 
tributive share of this amount is $3,000 ordi¬ 
nary loss and $9,000 capital gain. In addi¬ 
tion, X has received a $10,000 guaranteed 
payment which is ordinary income to him. 

§ 1.708 Statutory provisions; contin¬ 
uation of partnership. 

Sec. 708. Continuation of partnership — 
(a) General rule. For purposes of this sub¬ 
chapter, an existing partnership shall be 
considered as continuing if It is not termi¬ 
nated. 

(b) Termination —(1) General rule. For 
purposes of subsection (a), a partnership 
shall be considered as terminated only if— 

(A) No part of any business, financial op¬ 
eration, or venture of the partnership con¬ 
tinues to be carried on by any of its partners 
in a partnership, or 

(B) Within a 12-month period there Is a 
sale or exchange of 50 percent or more of the 
total interest in partnership capital and 
profits. 

(2) Special rules — (A) Merger or con¬ 
solidation. In the case of the merger or 


consolidation of two or more partnerships, 
the resulting partnership shall, for purposes 
of this section, be considered the continua¬ 
tion of any merging or consolidating part¬ 
nership whose members own an interest of 
more than 50 percent in the capital and 
profits of the resulting partnership. 

(B) Division of a partnership. In the case 
of a division of a partnership into two or 
more partnerships, the resulting partner¬ 
ships (other than any resulting partnership 
the members of which had an interest of 
50 percent or less in the capital and profits 
of the prior partnership) shall, for purposes 
of this section, be considered a continuation 
of the prior partnership. 

§ 1.708-1 Continuation of partner¬ 
ship —(a) General rule. An existing 
partnership shall be considered as con¬ 
tinuing if it is not terminated. 

(b) Termination —(1) General rule. A 
partnership shall be considered as ter¬ 
minated only if subdivisions (i) or (ii) 
of this subparagraph apply. 

(i) (a) The operations of the partner¬ 
ship are discontinued and no part of the 
partnership business, financial operation, 
or any venture of the partnership con¬ 
tinues to be carried on by any of its part¬ 
ners in a partnership. For example, on 
November 20, 1956, A and B, each of 
whom is a 20-percent partner in partner¬ 
ship ABC, sell their interests to C who 
is a 60-percent partner. Since the busi¬ 
ness is no longer carried on by any of its 
partners in a partnership, the ABC part¬ 
nership is considered as terminated as of 
November 20, 1956. 

(b) Upon the death of one partner in 
a 2-member partnership, the partnership 
business shall not be considered as ter¬ 
minated if the estate or other successor 
in interest of the decedent partner con¬ 
tinues as a member of the partnership. 

(ii) Fifty percent or more of the total 
interest in partnership capital and 
profits is sold or exchanged within a 
period of 12 consecutive months. A dis¬ 
position of a partnership interest by gift, 
bequest, or inheritance, or the liquida¬ 
tion of a partnership interest, is not a 
sale or exchange for purposes of this sub- 
paragraph. Furthermore, the contribu¬ 
tion of property to a partnership does not 
constitute such a sale or exchange. Fifty 
percent or more of the total interest in 
partnership capital and profits means 50 
percent or more of the total interest in 
partnership capital plus 50 percent or 
more of the total interest in partnership 
profits. Thus, the sale of a 30-percent 
interest in partnership capital and a 60- 
percent interest in partnership profits 
w r ould not be considered the sale or ex¬ 
change of 50 percent or more of the total 
interest in partnership capital and 
profits. If one or more partners sell or 
exchange interests aggregating 50 per¬ 
cent or more of the total interest in part¬ 
nership capital and profits within a 
period of 12 consecutive months, such 
sale or exchange is considered as being 
within the provisions of this subpara¬ 
graph. For example, with respect to the 
ABC partnership, the sale by A on May 
12, 1956, of a 30-percent interest in cap¬ 
ital and profits to D and the sale by B of 
a 30-percent interest in capital and 
profits to E on March 27, 1957. is a sale 
of a 50-percent or more interest. Ac¬ 
cordingly, the partnership is considered 
as terminated on March 27,1957. 
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(lii) For purposes of subchapter K, a 
partnership shall be considered as ter¬ 
minated and the partnership taxable 
year shall be considered closed as of the 
date on which there occurs either a 
cessation of operations as a partnership, 
as described in subdivision (i) of this 
subparagraph, or a sale or exchange, as 
described in subdivision (ii) of this sub- 
paragraph. For closing of taxable year, 
see section 706 (c) and § 1.706-1 (c). If 
a partnership is considered as termi¬ 
nated, the partnership properties are 
regarded as distributed to the partners. 
See sections 731 and 732 and §§ 1.731-1 
and 1.732-1. See also section 751 (b) 
and §1.751-1 (b). If such properties 
are transferred to a new partnership, 
they are regarded as contributions of 
property to that partnership. 

(2) Special rules —<i) Merger or con¬ 
solidation. If two or more partnerships 
merge or consolidate into one partner¬ 
ship, the resulting partnership shall be 
considered a continuation of that merg¬ 
ing or consolidating partnership the 
members of which own an interest of 
more than 50 percent in the capital and 
profits of the resulting partnership. Any 
other merging or consolidating partner¬ 
ships shall be considered as terminated. 
The taxable years of such merging or 
consolidating partnerships which are 
considered terminated shall be closed in 
accordance with the provisions of section 
706 <c) (1), and such partnerships shall 
file their returns for a taxable year end¬ 
ing upon the date of termination, i. e. t 
the date of merger or consolidation. The 
resulting partnership shall file a return 
for the taxable year of the merging or 
consolidating partnership that is consid¬ 
ered as continuing. The return shall 
state that the resulting partnership is a 
continuation of such merging or con¬ 
solidating partnership and shall include 
the names and addresses of the merged 
or consolidated partnerships. The re¬ 
spective distributive shares of the 
partners for the periods prior to and sub¬ 
sequent to the date of merger or consol¬ 
idation shall be shown as a part of the 
return. The provisions of this subdivi¬ 
sion are illustrated by the following 
example: 

Example. Partnership AB. in whose capital 
and promts A and B each owns a 50-percent 
Interest, and partnership CD, in whose cap¬ 
ital and profits C and D each owns a 50- 
percent interest, merge on September 30, 
1955, and form the partnership ABCD. The 
partners A. B. C, and D are on a calendar 
year; partnership AB is also on a calendar 
year; and partnership CD is on a fiscal year 
ending June 30th. After the merger, the 
partners have capital and profits interests 
as follows: A. 30 percent; B. 30 percent; C. 
20 percent; and D, 20 percent. Since A and 
B together own an interest of more than 
50 percent in the capital and profits of part¬ 
nership ABCD, such partnership shall be 
considered a continuation of partnership AB 
and will continue to file returns on a cal¬ 
endar year basis. Since C and D own an 
Interest in capital and profits of ABCD part¬ 
nership of less than 50 percent, the taxable 
year of partnership CD will close as of Sep¬ 
tember 30, 1955, the date of the merger, 
and CD partnership will be considered ter¬ 
minated as of that date. Partnership ABCD 
is required to file a return for the taxable 
y$ar January 1 to December 31, 1955, indi¬ 
cating thereon that until September 30, 
1955, it was partnership AB. Partnership 


CD will be required to file a return for its 
taxable year July 1, 1955 to September 30. 
1955. 

(ii) Division of a partnership. Upon 
the division of a partnership into two 
or more partnerships, a resulting part¬ 
nership shall be considered a continua¬ 
tion of the prior partnership only if its 
members had an interest of more than 
50 percent in the capital and profits of 
the prior partnership. Any other result¬ 
ing partnership will not be considered a 
continuation of the prior partnership 
and will be considered terminated. 
Where members of a partnership which 
has been divided into two or more part¬ 
nerships do not become members of a 
resulting partnership which is considered 
a continuation of the prior partnership, 
such partners' interests shall be consid¬ 
ered liquidated. The resulting partner¬ 
ship that is regarded as continuing shall 
file a return for the taxable year of the 
partnership that has been divided. The 
return shall state that the partnership 
is a continuation of the divided partner¬ 
ship and shall set forth separately the 
respective distributive shares of the 
partners for the periods prior to and sub¬ 
sequent to the date of division. The 
provisions of this subdivision may be 
illustrated by the following example: 

Example. Partnership ABCD la in the 
real estate and insurance business. A owns 
40-percent interest, and B. C, and D each 
owns a 20-percent interest, in the capital 
and profits of the partnership. The partner¬ 
ship and the partners report their income on 
a calendar year. They agree to separate the 
real estate and insurance business as of 
November 1, 1955. A and B take over the 
real estate business and C and D take over 
the insurance business. Since members of 
resulting partnership AB owned more than 
a 50 percent interest in the capital and 
profits of partnership ABCD (A. 40 percent 
and B, 20 percent), partnership AB shall be 
considered a continuation of partnership 
ABCD. Partnership AB will be required to 
file a return for the taxable year January 1 
to December 31, 1955, indicating thereon 
that until October 31, 1955, it was partner¬ 
ship ABCD. Partnership CD is formed by 
the contribution of partners C and D of the 
property distributed to them in liquidation 
of their interests in divided partnership 
ABCD. It will be required to file a return 
for the taxable year it adopts pursuant to 
section 706 (b) and § 1.706-1 (b). 

CONTRIBUTIONS, DISTRIBUTIONS, AND 
TRANSFERS 

Contributions to a Partnership 

§ 1.721 Statutory provisions; non¬ 
recognition of gain or loss on contribu¬ 
tion. 

Sec. 721. Nonrecognition of gain or loss on 
contribution. No gain or loss shall be recog¬ 
nized to a partnership or to any of its part¬ 
ners in the case of a contribution of prop¬ 
erty to the partnership in exchange for an 
Interest in the partnership. 

§ 1.721-1 Nonrecognition of gain or 
loss on contribution, (a) No gain or 
loss shall be recognized either to the 
partnership or to any of its partners 
upon a contribution of property to 
the partnership in exchange for a 
partnership interest. This rule applies 
whether the contribution is made to a 
partnership in the process of formation 
or to a partnership which is already 


formed and operating. Section 721 shall 
not apply to a transaction between a 
partnership and a partner not acting in 
his capacity as a partner since such a 
transaction is governed by section 707. 
For example, if the transfer of property 
by the partner to the partnership results 
in the receipt by the partner of money or 
other consideration, including a prom¬ 
issory obligation fixed in amount and 
time for payment, the transaction will 
be treated as a sale or exchange under 
section 707 rather than as a contribution 
under section 721. In all cases the sub¬ 
stance of the transaction will govern, 
rather than its form. For the rules gov¬ 
erning the treatment of liabilities to 
which contributed property is subject, 
see section 752 and § 1.752-1. 

(b) Section 721 does not apply to the 
extent that an interest in partnership 
capital is obtained by a partner as com¬ 
pensation for services (or in satisfaction 
of obligations) and not in exchange for 
his contribution of property to the part¬ 
nership. The value of an interest in 
partnership capital obtained by a part¬ 
ner as compensation for services con¬ 
stitutes ordinary income to the partner 
under section 61. Such amount is tax¬ 
able to the partner at such time as there 
are no substantial restrictions or condi¬ 
tions on his right to withdraw or other¬ 
wise dispose of such amount, or when in 
fact he does obtain such amount (either 
through a distribution or by sale or ex¬ 
change of his partnership interest), 
whichever event first occurs. (If the 
partner dies prior to such realization, 
such amount is income in respect of a 
decedent under section 691.) 

§ 1.722 Statutory provisions; basis of 
contributing partner's interest. 

Sec. 722. Basis of contributing partner’s 
interest. The basis of an interest in a part¬ 
nership acquired by a contribution of prop¬ 
erty. including money, to the partnership 
shall be the amount of such money and the 
adjusted basis of such property to the con¬ 
tributing partner at the time of the con¬ 
tribution. 

§ 1.722-1 Basis of contributing part¬ 
ner’s interest. The basis to a partner 
of a partnership interest acquired by a 
contribution of property, including 
money, to the partnership shall be the 
amount of money contributed plus the 
adjusted basis at the time of contribu¬ 
tion of any property contributed. If the 
acquisition of an interest in a partner¬ 
ship results in taxable income to a part¬ 
ner, such income shall constitute an 
addition to the basis of the partner’s 
interest. See § 1.721-1 (b). If the con¬ 
tributed property is subject to indebted¬ 
ness or if liabilities of the partner are 
assumed by the partnership, the basis 
of the contributing partner’s interest 
shall be reduced by the portion of the 
indebtedness assumed by the other part¬ 
ners since the transfer of such indebted¬ 
ness by the partner to the partnership 
is treated as a distribution of money to 
the partner. The assumption by the 
other partners of a portion of the con¬ 
tributor's indebtedness is treated as a 
contribution of money by them. See 
section 752 and § 1.752-1. The provi¬ 
sions of this section may be illustrated 
by the following example: 
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Example. A acquired a 20-percent interest 
in a partnership by contributing $3,000 cash 
and certain property. At the time of A’s 
contribution, the property bad a fair market 
value of $6,000, an adjusted basis to A of 
$4,500. and was subject to a mortgage of 
$1,250. Payment of the mortgage was as¬ 
sumed by the partnership. The basis of A’s 
interest in the partnership is $6,500, com¬ 
puted as follows: 


Cash contributed-$3, 000 

Adjusted basis to A of property 
contributed- 4, 500 

7, 500 

Less portion of mortgage assumed by 
other partners (80 percent of 
$1.250)_ 1,000 

Basis of A’s Interest_ 6. 500 


§ 1.723 Statutory provisions ; basis of 
property contributed to partnership. 

Sec. 723. Basis of property contributed to 
partnership. The basis of property contrib¬ 
uted to a partnership by a partner shall be 
the adjusted basis of such property to the 
contributing partner at the time of the 
contribution. 

§ 1.723—1 Basis of property contributed 
to partnership. The basis to the part¬ 
nership of property contributed to it by 
a partner is the adjusted basis of such 
property to the contributing partner at 
the time of the contribution. Since such 
property has the same basis in the hands 
of the partnership as it had in the hands 
of the contributing partner, the holding 
period of such property for the partner¬ 
ship includes the period during which 
it was held by the partner. See section 
1223 (2). For elective adjustments to 
the basis of partnership property arising 
from distributions or transfers of part¬ 
nership interests, see sections 732 (d), 
734 (b), and 743 (b). 

Distributions by a Partnership 

§ 1.731 Statutory provisions; extent 
of recognition of gam or loss on dis¬ 
tribution. 

Sec. 731. Extent of recognition of gain 
or loss on distribution —(a) Partners. In 
the case of a distribution by a partnership 
to a partner— 

(1) Gain shall not be recognized to such 
partner, except to the extent that any money 
distributed exceeds the adjusted basis of 
such partner’s Interest in the partnership 
immediately before the distribution, and 

(2) Loss shall not be recognized to such 
partner, except that upon a distribution In 
liquidation of a partner's Interest In a part¬ 
nership where no property other than that 
described in subparagraph (A) or (B) is 
distributed to such partner, loss shall be 
recognized to the extent of the excess of the 
adjusted basis of such partner’s interest in 
the partnership over the sum of—• 

(A) Any money distributed, and 

(B) The basis to the distributee, as de¬ 
termined under section 732, of any unrealized 
receivables (as defined in section 751 (c)) 
and inventory (as defined in section 751 (d) 
( 2 )). 

Any gain or loss recognized under this sub¬ 
section shall be considered as gain or loss 
from the sale or exchange of the partner¬ 
ship interest of the distributee partner. 

(b) Partnerships. No gain or loss shall 
be recognized to a partnership on a distri¬ 
bution to a partner of property, including 
money. 

(c) Exceptions. This section shall not ap¬ 
ply to the extent otherwise provided by sec¬ 
tion 736 (relating to payments to a retiring 


partner or a diseased partner’s successor in 
interest) and section 751 (relating to un¬ 
realized receivables and inventory items). 

§ 1.731-1 Extent of recognition of 
gain or loss on distribution —(a) Recog¬ 
nition of gain or loss to partner —(1) 
Recognition of gain. Where money is 
distributed by a partnership to a partner, 
no gain shall be recognized to the part¬ 
ner except to the extent that the amount 
of money distributed exceeds the ad¬ 
justed basis of the partner’s interest in 
the partnership immediately before the 
distribution. This rule is applicable 
both to current distributions and to dis¬ 
tributions in liquidation of a partner’s 
entire interest in a partnership. Thus, 
if a partner with a basis for his interest 
of $10,000 receives a distribution of 
$8,000 in cash and property with a fair 
market value of $3,000, no gain is recog¬ 
nized to him. If $11,000 in cash were 
distributed, gain would be recognized to 
the extent of $1,000. No gain shall be 
recognized to a distributee partner with 
respect to a distribution of property 
(other than money) until he sells or 
otherwise disposes of such property, ex¬ 
cept to the extent otherwise provided by 
section 736 (relating to payments to a 
retiring partner or a deceased partner’s 
successor in interest) and section 751 
(relating to unrealized receivables and 
inventory items). See section 731 (c) 
and paragraph (c) below. 

(2) Recognition of loss. Loss will be 
recognized to a partner only upon liquid¬ 
ation of his entire interest in the part¬ 
nership, and only if the property dis¬ 
tributed to him consists solely of money, 
unrealized receivables (as defined in sec¬ 
tion 751 (c)) and inventory items (as 
defined in section 751 (d) (2)). The 
term “liquidation of a partner’s interest”, 
as defined in section 761 <d), is the ter¬ 
mination of the partner’s entire interest 
in the partnership by means of a dis¬ 
tribution or a series of distributions. 
Loss shall be recognized to the distributee 
partner in such cases to the extent of 
the excess of the adjusted basis of such 
partner’s interest in the partnership at 
the time of the distribution over the 
sum of— 

(i) Any money distributed to him, and 

(ii) The basis to the distributee, as 
determined under section 732, of any 
unrealized receivables and inventory 
items that are distributed to him. 

If the partner whose interest is liqui¬ 
dated receives any property other than 
money, unrealized receivables, or inven¬ 
tory items, then no loss will be recog¬ 
nized. Application of the provisions of 
this subparagraph may be illustrated by 
the following examples: 

Example (f). Partner A has a partnership 
Interest In partnership ABC with an ad¬ 
justed basis to him of $10,000. He retires 
from the partnership and receives, as a dis¬ 
tribution in liquidation of his entire inter¬ 
est, his proportionate share of partnership 
property. This share is $5,000 cash and in¬ 
ventory with a basis to him (under section 
732) of $3,000. Partner A realizes a capital 
loss of $2,000. 

Example (2). Partner B has a partnership 
interest in partnership BCD with an ad¬ 
justed basis to him of $10,000. He retires 
from the partnership and receives, as a dis¬ 
tribution in liquidation of his entire inter¬ 


est, his proportionate share of partnership 
property. This share is $4,000 cash, real 
property with an adjusted basis of $2,000 
and unrealized receivables having a basis to 
him (under section 732) of $3,000. No loss 
will be recognized to B on the transaction 
because he received real property, which is 
property other than money, unrealized re¬ 
ceivables. and Inventory items. As deter¬ 
mined under section 732, the basis to B for 
the real property received is $3,000. 

(3) Character of gain or loss. Gain or 
loss recognized under section 731 (a) on 
a distribution is considered gain or loss 
from the sale or exchange of the part¬ 
nership interest of the distributee part¬ 
ner, that is. capital gain or loss. See, 
however, 5 1.721-1 (b) for recognition of 
ordinary income where interest in part¬ 
nership capital is obtained as compensa¬ 
tion for services. 

(b) Gain or loss recognized by part¬ 
nership. A distribution of property (in¬ 
cluding money) by a partnership to a 
partner does not result in gain or loss to 
the partnership under section 731. How¬ 
ever, gain or loss may result to the part¬ 
nership from certain distributions 
which, under section 751 (b), may be 
treated as a sale or exchange of prop¬ 
erty between the distributee and the 
partnership. 

(c) Exceptions. (1) Section 731 docs 
not apply to the extent otherwise pro¬ 
vided by— 

(1) Section 736 (relating to payments 
to a retiring partner or to a deceased 
partner’s successor in interest), and 

(ii) Section 751 (relating to unrealized 
receivables and inventory items). 

For example, payments under 736 (a), 
which are considered as a distributive 
share or guaranteed payment, are tax¬ 
able as such under that section. 

(2) The receipt by a partner from the 
partnership of money or property under 
an obligation to repay the amount of 
such money or the value of such prop¬ 
erty does not constitute a distribution 
subject to section 731 but is a loan gov¬ 
erned by section 707 (a). To the extent 
that such an obligation is canceled, the 
obligor partner will be considered to 
have received a distribution of money. 

§ 1.732 Statutory provisions ; basis of 
distributed property other than money. 

Sec. 732. Basis of distributed property other 
than money —(a) Distributions other than 
in liquidation of a partner’s interest —(1) 
General rule. The basis of property (other 
than money) distributed by a partnership 
to a partner other than in liquidation of the 
partner’s Interest shall, except as provided 
in paragraph (2). be Its adjusted basis to the 
partnership immediately before such dis¬ 
tribution. 

(2) Limitation. The basis to the distrib¬ 
utee partner of property to which paragraph 

(1) is applicable sbaU not exceed the ad¬ 
justed basis of such partner’s interest In the 
partnership reduced by any money distrib¬ 
uted In the same transaction. 

(b) Distributions in liquidation. The 
basis of property (other than money) dis¬ 
tributed by a partnership to a partner in 
liquidation of the partner’s interest shall be 
an amount equal to the adjusted basis of 
such partner’s Interest in the partnership 
reduced by any money distributed in the 
same transaction. 

(c) Allocation of basis. The basis of dis¬ 
tributed properties to which subsection (a) 

(2) or subsection (b) is applicable shall be 
allocated— 
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(1) First to any unrealized receivable^ (as 
defined In section 751 (c)) and Inventory 
Items (as defined In section 751 (d) (2)) In 
an amount equal to the adjusted basis of 
each such property to the partnership (or If 
the basis to be allocated is less than the sum 
of the adjusted bases of such properties to 
the partnership. In proportion to such bases), 
and 

(2) To the extent of any remaining basis, 
to any other distributed properties in pro¬ 
portion to their adjusted bases to the 
partnership. 

(d) Special partnership basis to trans¬ 
feree. For purposes of subsections (a), (b), 
and (c). a partner who acquired all or a part 
of his interest by a transfer with respect to 
which the election provided in section 754 is 
not in effect, and to whom a distribution of 
property (other than money) is made with 
respect to the transferred interest within 2 
years after such transfer, may elect, under 
regulations prescribed by the Secretary or his 
delegate, to treat as the adjusted partnership 
basis of such property the adjusted basis 
such property would have if the adjustment 
provided in section 743 (b) were in effect 
with respect to the partnership property. 
The Secretary or his delegate may by regula¬ 
tions require the application of this sub¬ 
section In the case of a distribution to a 
transferee partner, whether or not made 
within 2 years after the transfer, if at the 
time of the transfer the fair market value of 
the partnership property (other than money) 
exceeded 110 percent of its adjusted basis to 
the partnership. 

(e) Exception. This section shall not ap¬ 
ply to the extent that a distribution is treated 
as a sale or exchange of property under sec¬ 
tion 751 (b) (relating to unrealized receiv¬ 
ables and Inventory items). 

§ 1.732-1 Basis of distributed property 
other than money —(a) Distributions 
other than in liquidation of a partner's 
interest. The unadjusted basis of prop¬ 
erty (other than money) received by a 
partner in a distribution from a partner¬ 
ship, other than in liquidation of his 
entire interest, shall be its adjusted basis 
to the partnership immediately before 
such distribution. However, the basis of 
the property to the partner shall not 
exceed the adjusted basis of the partner's 
interest in the patrnership, reduced by 
the amount of any money distributed to 
him in the same transaction. This rule 
may be illustrated by the following 
examples: 

Example (1). Partner A. with an adjusted 
basis of $15,000 for his partnership interest, 
receives in a current distribution property 
having an adjusted basis of $10,000 to the 
partnership immediately before distribution, 
and $2,000 cash. - The basis of the property 
in A’s hands will be $10,000. Under section 
733, the basis of A’s partnership interest will 
be reduced by the distribution to $3,000 
($15,000 less $2,000 cash, less $10,000, the 
basis of the distributed property to A). 

Example (a). Partner R has an adjusted 
basis of $10,000 for his partnership interest. 
He receives a current distribution of $4,000 
in cash and property with an adjusted basis 
to the partnership of $8,000. The basis of 
the distributed property to partner R is 
limited to $6,000 ($10,000, the adjusted basis 
of his interest, reduced by $4,000, the cash 
distributed). 

(b) Distributions in liquidation . 
Where a partnership distributes property 
(other than money) in liquidation of a 
partner’s entire interest in the partner¬ 
ship, the basis of such property to the 
partner shall be an amount equal to the 
adjusted basis of his interest in the part¬ 
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nership reduced by the amount of any 
money distributed to him ’in the same 
transaction. Application of this rule may 
be illustrated by the following example: 

Example. Partner B, with a partnership 
interest having an adjusted basis to him of 
$12,000, retires from the partnership and 
receives cash of $2,000. and real property with 
an adjusted basis to the partnership of $6,000 
and a fair market value of $14,000. The basis 
of the real property to B is $10,000 (B’s basis 
for his partnership interest, $12,000, reduced 
by $2,000, the cash distributed). 

(c) Allocation of basis among prop¬ 
erties distributed to a partner. (1) The 
basis, under section 732 (a) (2) or (b) 
and § 1.732-1 (a) or (b), of properties 
distributed to a partner shall be allo¬ 
cated first to any unrealized receivables 
(as defined in section 751 (c)) and in¬ 
ventory items (as defined in section 751 

(d) (2)) included in the distribution. 
However, such receivables or inventory 
items may not take a higher basis in the 
hands of the partner than their adjusted 
basis to the partnership immediately be¬ 
fore the distribution. Any basis not al¬ 
located to unrealized receivable or in¬ 
ventory items shall be allocated to any 
other properties distributed to the part¬ 
ner in the same transaction, in propor¬ 
tion to the bases of such other properties 
in the hands of the partnership before 
distribution. The provisions of this par¬ 
agraph may be illustrated by the follow¬ 
ing example: 

Example. Partner A, whose partnership 
interest in partnership ABC has an adjusted 
basis of $15,000, receives as a distribution in 
liquidation of his entire interest inventory 
items having a basis to the partnership of 
$6,000. In addition, he receives cash of 
$5,000, and two parcels of real property with 
adjusted bases to the partnership of $6,000 
and $2,000, respectively. Basis in the amount 
of $10,000 ($15,000 basis, less $5,000 cash re¬ 
ceived ) is allocated $6,000 to inventory items 
and $3,000 and $1,000 to the two parcels of 
real property. 

(2) If the adjusted basis to the part¬ 
nership of the unrealized receivables and 
inventory items distributed to a partner 
is greater than the partner’s adjusted 
basis of his interest (reduced by the 
amount of money distributed to him in 
the same transaction) the amount of the 
basis to be allocated to such unrealized 
receivables and inventory items shall be 
allocated in proportion to the adjusted 
bases of such properties in the hands of 
the partnership. If the basis of the 
partner’s interest to be allocated, upon 
a distribution in liquidation of his en¬ 
tire interest, is in excess of the adjusted 
basis to the partnership of the unrealized 
receivables and inventory items distrib¬ 
uted. and if there is no other property 
distributed to which such excess can be 
allocated, the distributee partner sus¬ 
tains a capital loss under section 731 (a) 
(2) to the extent of the unallocated basis 
of his partnership interest. The provi¬ 
sions of this subparagraph may be illus¬ 
trated by the following examples: 

Example (1). Partner C, whose Interest 
In partnership ABC has an adjusted basis to 
him of $9,000. receives as a distribution in 
liquidation cash of $6,000. Inventory items 
having an adjusted basis to the partnership 
of $6,000. and real property having a basis 
to the partnership of $4,000. The cash pay¬ 


ment reduces C’s basis to $3,000, which is 
allocated entirely to inventory items. The 
real property has a zero basis in C’s hands. 

Example (2). Partner B. whose interest 
In partnership ABC has an adjusted basis 
to him of $9,000, receives as a distribution 
in liquidation cash of $1,000 and inventory 
items having a basis to the partnership of 
$6,000. The cash payment reduces B’s basis 
to $8,000, which can be allocated only to 
the extent of $6,000 to the Inventory items. 
The remaining $2,000 basis, not allocable to 
distributed property, constitutes a capital 
loss in that amount to partner B under sec¬ 
tion 731 (a) (2). 

(d) Special partnership basis to 
transferee where no adjustment under 
section 743 is in effect. (1) (i) Section 
732 (d) provides a special rule for the 
determination of the basis of property 
distributed to a transferee partner, that 
is. a partner who acquired all or part 
of his interest by a transfer with respect 
to which the election under section 754 
(relating to the optional adjustment to 
basis of partnership property under sec¬ 
tion 743 (b)) is not in effect. Where 
such an election is in effect, see section 
743 and §§ 1.743-1 and 1.732-2. A 
transfer of a partnership interest occurs 
upon sale or exchange or upon the death 
of a partner. If a transferee partner 
receives a distribution of property (other 
than money) from the partnership 
within 2 years after he acquired his in¬ 
terest or part thereof in the partnership 
by transfer, he may elect to treat as the 
adjusted partnership basis of such prop¬ 
erty the adjusted basis such property 
would have if the adjustment provided 
in section 743 (b) were in effect. 

(ii) If an election under section 732 
(d) and this paragraph is made upon a 
distribution of property to a transferee 
partner, the amount of the adjustment 
with respect to the transferee partner is 
not diminished by any depletion or de¬ 
preciation on that portion of the basis 
of partnership property which arises 
from the special basis adjustment under 
section 732 (d). Depletion or deprecia¬ 
tion on such portion is only allowed or 
allowable if the optional adjustment 
under section 743 (b) is in effect. 

(iii) If property is distributed to a 
transferee partner who has made an 
election under section 732 (d), and if 
such property is not the same property 
which would have had a special basis 
adjustment, then such special basis ad¬ 
justment shall apply to any like property 
received in the distribution, provided 
that the transferee has relinquished his 
interest in the property with respect to 
which he would have had a special basis 
adjustment in exchange for the prop¬ 
erty distributed. This rule applies 
whether the property in which the trans¬ 
feree has relinquished his interest is re¬ 
tained or disposed of by the partnership. 
(For shift of transferee’s special basis 
adjustment to like property, see § 1.743-1 
(b) (2) (ii).) 

(iv) The application of this subpara¬ 
graph is illustrated by the following 
example: 

Example. The basis to transferee partner 
K of his one-half interest in partnership KS 
is $17,000. At the time he acquired such in¬ 
terest by purchase, the partnership inven¬ 
tory had a basis to the partnership of $6,000 
and had appreciated in value to $7,000. 
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Thus, $3,500 of the $17,000 paid by K for 
his one-half interest was attributable to 
partnership inventory. Within 2 years after 
acquiring his interest, K retired from the 
partnership and received in liquidation of 
his entire interest cash of $1,500, inventory 
with a basis to the partnership of $3,000, 
property A (a capital asset) with an adjusted 
basis to the partnership of $2,000, and prop¬ 
erty B (a depreciable asset) with an adjusted 
basis to the parnershlp of $4,000. The value 
of the inventory received by K was one-half 
of the value of all partnership Inventory and 
was his pro rata share of such property. In 
accordance with K’s election under section 
732 (d), the amount of his share of partner¬ 
ship basis which is attributable to partner¬ 
ship inventory is increased by $500 (one-half 
of the $1,000 difference between the value of 
such property and Its basis to the partner¬ 
ship at the time K acquired his interest). 
This adjustment under section 732 (d) ap¬ 
plies only for purposes of distributions to 
partner K. and not for purposes of partner¬ 
ship depreciation, depletion, or gain or loss 
on disposition. Thus, the amount to be allo¬ 
cated among the properties received by K in 
the liquidating distribution is $15,500 
($17,000, K’s basis for his interest, reduced, 
by the amount of cash received, $1,500). This 
amount is allocated as follows: The basis 
of the inventory items received is $3,500, 
consisting of the $3,000 common partnership 
basis for such items, plus the special basis 
adjustment of $500 which K would have had 
under section 743 (b). The remaining basis 
of $12,000 ($15,500 minus $3,500) is to be 
allocated to the remaining property dis¬ 
tributed to K in proportion to their adjusted 
bases to the partnership. Since the adjusted 
basis to the partnership of property A is 
$2,000, and that of property B is $4,000, the 
$12,000 is allocated $4,000 to A, and $6,000 
to B. 

(2) A transferee partner who elects a 
special partnership basis under section 732 
(d) shall submit with his income tax return 
for his taxable year In which the distribution 
is made a schedule setting forth the follow¬ 
ing information: 

(i) The adjusted basis to him of his part¬ 
nership interest (or such part thereof) ac¬ 
quired by transfer and the date of transfer; 

(ii) The adjusted basis to the partnership 
of the property distributed, a description of 
the character of the property, and the date of 
distribution; 

(iii) The amount of the special basis ad¬ 
justment to be allocated under section 732 
(d) to the property distributed, and the 
computation showing the adjustment; 

(iv) The fair market value at the time of 
distribution of the property distributed, and 
the fair market value of any property of the 
partnership in which the transferee partner 
relinquished an interest in connection with 
the distribution; and 

(v) The fair market value of the property 
described in (lv) above at the time the part¬ 
ner acquired his interest. 

(3) The district director may require ap¬ 
plication of the special basis rule contained 
in section 732 (d) in the case of a distribu¬ 
tion to a transferee partner, whether or not 
made within 2 years after the transfer, if at 
the time of the acquisition by the transferee 
of the transferred interest the fair market 
value of all partnership property (other than 
money) exceeded 110 percent of its adjusted 
basis to the partnership at such time. The 
application of this rule may be illustrated 
by the following example: 

Example. Partnership AB owns two par¬ 
cels of land each of which has an adjusted 
basis to the partnership of $5,000 and Is 
worth $55,000 and depreciable property with 
an adjusted basis and value of $100,000. 
C purchases A’s partnership interest for 
$105,000. At the time of C’s purchase, the 
fair market value of all partnership prop¬ 
erty (other than money) is $210,000 which 
No. 157-4 
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exceeds 110 percent of its adjusted basis to 
the partnership, $110,000. Four years later, 
the partnership is dissolved. C receives one 
of the two parcels of land which has a basis 
to the partnership of $5,000, and one-half 
of the depreciable property with an adjusted 
basis to the partnership at that time of 
$45,000 (one-half of $90,000, i. e., $100,000 
basis minus $10,000 depreciation). If C’s 
adjusted basis for his interest at the time 
of distribution. $100,000 ($105,000 minus 
$5,000), were allocated under section 732 (c) 
to the property received by him In propor¬ 
tion to their respective bases to the partner¬ 
ship. the basis to him for the distributed 
land would be $10,000 ( 5,000/50,000 x 

$100,000) and the basis of the depreciable 
property would be $90,000 ( 45.000/50,000 x 
$100,000). In effect, C would be attributing 
to the basis of the depreciable property a 
portion of the cost of his partnership inter¬ 
est properly attributable to appreciation in 
nondepreciable property. In this situation, 
application of the rule contained in section 
732 (d) will be required by the district di¬ 
rector so that C must increase the basis of 
the land by a special basis adjustment of 
$50,000, making the basis of his Interest 
therein $55,000. The depreciable property 
will then take Its carryover basis of $45,000. 

(e) Exception. Where a partner in a 
distribution receives unrealized receiv¬ 
ables (as defined in section 751 <c)) 
or substantially appreciated inventory 
items (as defined in section 751 (d>) in 
exchange for all or a part of his interest 
in other partnership property (including 
money), or, conversely, where a partner 
receives in a distribution partnership 
property (including money) other than 
unrealized receivables or substantially 
appreciated inventory items in exchange 
for all or a "part of his interest in 
the partnership’s unrealized receivables 
or substantially appreciated inventory 
items, the distribution will be treated as 
a sale or exchange of property under the 
provisions of section 751 (b). The pro¬ 
visions of section 732 do not apply to the 
extent that section 751 (b) affects any 
distribution of partnership property. 

§ 1.732-2 Basis of distributed prop¬ 
erty subject to adjustment, (a) The 
transfer of a partnership interest in a 
partnership which has made an election 
under section 754 (relating to the op¬ 
tional adjustment to basis of partner¬ 
ship property) may result in an increase 
or decrease in the basis of partnership 
property with respect to a transferee 
partner. See section 743 (b) and 

§ 1.743-1 (b). A similar adjustment 

may be made in certain circumstances 
under section 732 (d) and § 1.732-1 (d). 
When property is distributed by the 
partnership to a transferee partner, the 
adjusted basis to the partnership of such 
property immediately before its distri¬ 
bution shall, for the purposes of section 
732, take into account any special basis 
adjustment under section 743 (b) or 
section 732 (d) that may exist for such 
property with respect to the transferee 
partner. The application of this para¬ 
graph may be illustrated by the follow¬ 
ing example: 

Example. Partner C acquired his interest 
in partnership AC from a previous partner. 
Since the partnership had made an election 
under section 754. a special basis adjustment 
with respect to C is applicable to the basis 
of partnership property in accordance with 
section 743 (b). One of the assets of the 
partnership at the time C acquired his in- 
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terest was property X. which has an ad¬ 
justed basis to the partnership of $1,000 and 
with respect to which C has a special basis 
adjustment of $500. Property X i 8 dis¬ 
tributed to C in a current distribution. For 
purposes of section 732 (a) (1), the ad¬ 
justed basis of such property to the part¬ 
nership with respect to C immediately before 
its distribution is $1,500. However, if prop¬ 
erty X is distributed to partner A, a non¬ 
transferee partner, its adjusted basis to the 
partnership for purposes of section 732 (a) 
(1) is only $1,000. 

(b) Under section 732 (c) (1), the 
basis of distributed properties to which 
section 732 (a) (2) or (b) is applicable 
shall be allocated first to any unrealized 
receivables and inventory items in an 
amount equal to the adjusted basis of 
such property to the partnership. See 
§ 1.732-1 (c). If the distributee partner 
is a transferee of a partnership Interest 
and has a special basis adjustment for 
unrealized receivables or inventory items 
under section 743 (b) or section 732 (d), 
then the partnership adjusted basis im¬ 
mediately prior to distribution of any 
unrealized receivables or inventory items 
distributed to such partner shall be de¬ 
termined as follows; If the distributee 
partner receives his pro rata share or 
more of the fair market value of the in¬ 
ventory items or unrealized receivables 
of the partnership, the adjusted basis of 
such distributed property to the part¬ 
nership, for the purposes of section 732 
(c) (1), shall be the adjusted basis of 
such property to the partnership plus 
the full amount of any special basis 
adjustment which the distributee part¬ 
ner has for such assets under section 743 
(b) or section 732 (d). If the distributee 
partner receives less than his pro rata 
share of the fair market value of part¬ 
nership inventory items or unrealized 
receivables, then for purposes of section 
732 (c) (1) the adjusted basis of such 
distributed property to the partnership 
(without regard to any special basis ad¬ 
justment of the distributee partner) 
shall be adjusted by an amount which 
bears the same ratio to the distributee’s 
entire special basis adjustment for un¬ 
realized receivables or inventory items 
as the value of such items distributed 
to him bears to his pro rata share of the 
total value of all such items of the part¬ 
nership. The provisions of this para¬ 
graph may be illustrated by the follow¬ 
ing example; 

Example. Partner C acquired bis half¬ 
interest in partnership AC from a previous 
partner. Since the partnership had made 
an election under section 754, C has a special 
basis adjustment to partnership property 
under section 743 (b). C retires from the 
partnership when the adjusted basis of his 
partnership interest is $3,000. He receives 
from the partnership in liquidation of his 
entire interest $1,000 cash, certain capital 
assets, depreciable property, and certain in¬ 
ventory Items and unrealized receivables. 
C has a special basis adjustment of $800 with 
respect to partnership inventory items and 
of $200 with respect to unrealized receivables. 
The common partnership basis for the in¬ 
ventory Items distributed to him is $500 
and for the unrealized receivables Is zero. 
If the value of Inventory items and the un¬ 
realized receivables distributed to C Ls his 
pro rata share or more (50 percent or more) 
of the total value of all partnership inven¬ 
tory items and unrealized receivables, then 
for purposes of section 732 (c) (1) the ad- 
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Justed basis of such property In C’s hands 
will be $1,300 for the inventory items ($800 
plus $500) and $200 for the unrealized re¬ 
ceivables (zero plus $200). The remaining 
basis of $500, which constitutes the basis of 
the capital assets and depreciable property 
distributed to C, is determined as follows: 
$3,000 less $1,000 cash, or $2,000 (the amount 
to be allocated to the basis of all distributed 
property) less $1,500 ($1,000 plus $500 special 
basis adjustment) (the amount allocated to 
inventory items and unrealized receivables). 
However, If the value of the inventory items 
and unrealized receivables distributed to C 
consisted of only one-fourth of the total 
fair market value of such property (i. e.. 
only one-half of C’s pro rata share), then 
only one-half of C's special basis adjustment 
of $800 for partnership inventory items and 
$200 for unrealized receivables will be taken 
into account. Thus, the basis of the inven¬ 
tory Items in C’s hands would be $650 ($250, 
the common partnership basis for inventory 
items distributed to him. plus $400, one-half 
of C’s special basis adjustment for Inventory 
items). The basis of the unrealized receiv¬ 
ables in C’s hands would be $100 (zero plus 
$100, one-half of C’s special basis adjust¬ 
ment for unrealized receivables). 

§ 1.733 Statutory provisions; basis of 
distributee partner's interest. 

Sec. 733. Basis of distributee partner's in- 
terest. In the case of a distribution by a 
partnership to a partner other than in liqui¬ 
dation of a partner’s interest, the adjusted 
basis to such partner of his interest in the 
partnership shall be reduced (but not below 
zero) by— 

(1) The amount of any money distributed 
to such partner, and 

(2) The amount of the basis to such part¬ 
ner of distributed property other than 
money, as determined under section 732. 

§ 1.733-1 Basts of distributee part¬ 
ner’s interest. In the case of a distribu¬ 
tion by a partnership to a partner other 
than in liquidation of a partner’s entire 
interest, the adjusted basis to such part¬ 
ner of his interest in the partnership 
shall be reduced (but not below zero) by 
the amount of any money distributed to 
such partner and by the amount of the 
basis to him of distributed property 
other than money as determined under 
section 732 and § 1.732-1. 

§ 1.734 Statutory provisions; optional 
adjustment to basis of undistributed 
partnership property . 

Sec. 734. Optional adjustment to basis of 
undistributed partnership property —(a) 
General rule. The basis of partnership prop¬ 
erty shall not be adjusted as the result of a 
distribution of property to a partner unless 
the election, provided in section 754 (relat¬ 
ing to optional adjustment to basis of part¬ 
nership property), is in effect with respect 
to such partnership. 

(b) Method of adjustment. In the case 
of a distribution of property to a partner, 
a partnership, with respect to which the 
election provided in section 754 is in effect, 
shall— 

(1) Increase the adjusted basis of part¬ 
nership property by— 

(A) The amount of any gain recognized 
to the distributee partner with respect to 
such distribution under section 731 (a) (1), 
and 

(B) In the case of distributed property to 
which section 732 (a) (2) or (b) applies, the 
excess of the adjusted basis of the distrib¬ 
uted property to the partnership immediately 
before the distribution (as adjusted by sec¬ 
tion 732 (d)) over the basis of the distrib¬ 
uted property to the distributee, as deter¬ 
mined under section 732, or 
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(2) Decrease the adjusted basis of part¬ 
nership property by— 

(A) The amount of any loss recognized to 
the distributee partner with respect to such 
distribution under section 731 (a) (2). and 

(B) In the case of distributed property to 
which section 732 (b) applies, the excess of 
the basis of the distributed property to the 
distributee, as determined under section 
732, over the adjusted basis of the distrib¬ 
uted property to the partnership immedi¬ 
ately before such distribution (as adjusted 
by section 732 (d)). 

(c) Allocation of basis. The allocation of 
basis among partnership properties where 
subsection (b) is applicable shall be made 
in accordance with the rules provided in 
section 755. 

§ 1.734-1 Optional adjustment to 
basis of undistributed partnership prop¬ 
erty —(a) General rule. A partnership 
shall not adjust the basis of partnership 
property as the result of a distribution 
of property to a partner, unless the 
election provided in section 754 (relat¬ 
ing to optional adjustment to basis of 
partnership property) is in effect. 

(b) Method of adjustment —(1) In¬ 
crease in basis. The adjustment pro¬ 
vided under section 734 (b) with respect 
to basis of undistributed partnership 
property may not be made unless the 
election provided in section 754 is in 
effect. Where such election is in effect 
and a distribution of partnership prop¬ 
erty is made, whether or not in liquida¬ 
tion of the partner's entire interest in 
the partnership, the adjusted basis of 
the remaining partnership assets shall 
be increased by— 

(1) The amount of any gain recog¬ 
nized under section 731 (a) (1) to the 
distributee partner, and 

(ii) The excess of the adjusted basis 
to the partnership immediately before 
the distribution of any property dis¬ 
tributed (as adjusted under section 732 
(d)) over the basis under section 732 of 
such property to the distributee partner. 

(2) Decrease in basis. Where the 
election provided in section 754 is in 
effect and a distribution is made in liq¬ 
uidation of a partner's entire interest, 
the partnership shall decrease the ad¬ 
justed basis of the remaining partner¬ 
ship property by— 

(i) The amount of loss, if any, recog¬ 
nized under section 731 (a) (2) to the 
distributee partner, and 

(ii) In the case of distributed prop¬ 
erty to which section 732 (b) applies, 
the excess of the basis of the distributed 
property to the distributee, as deter¬ 
mined under section 732. over the ad¬ 
justed basis of such property to the 
partnership immediately before such 
distribution (as adjusted under section 
732 (d)>. 

(c) Allocation of basis. For alloca¬ 
tion among the partnership properties 
of basis adjustments under section 734 
(b) and paragraph (b) above, see sec¬ 
tion 755 and § 1.755-1. 

§ 1.734-2 Adjustment after distribu¬ 
tion to transferee partner, (a) In the 
case of a distribution of property by the 
partnership to a partner who has ob¬ 
tained all or part of his partnership 
interest by transfer, the adjustments to 
basis provided in section 743 (b) and 
section 732 (d) shall be taken into ac¬ 
count in applying the rules under section 


734 (b) and § 1.734-1 (b). For deter¬ 
mining the adjusted basis of distributed 
property to the partnership immediately 
before the distribution where there has 
been a prior transfer of a partnership 
interest with respect to which the elec¬ 
tion provided in section 754 or section 732 

(d) is in effect, see § 1.732-2. 

(b) (1) If a transferee partner in 
liquidation of his entire partnership in¬ 
terest receives a distribution of property 
(including money) with respect to which 
he has no special basis adjustment in 
exchange for his interest in property 
with respect to which he has a special 
basis adjustment and does not utilize his 
entire special basis adjustment in deter¬ 
mining the basis of the distributed prop¬ 
erty to him under section 732, the 
unused special basis adjustment of the 
distributee shall be applied as an adjust¬ 
ment to the partnership basis of the 
property retained by the partnership 
and as to which the distributee did not 
use his special basis adjustment. The 
provisions of this subparagraph may be 
illustrated by the following example: 

Example. Upon the death of his father, 
partner B acquires by inheritance a half- 
interest In partnership ABC. Partners A and 
C each have a one-quarter interest. The 
assets of the partnership consist of $100,000 
in cash and real estate worth $100,000 with 
a basis of $10,000 to the partnership. Since 
the partnership had made the election under 
section 754 at the time of the transfer, 
partner B has a special basis adjustment of 
$45,000 under section 743 (b) with respect 
to his undivided half-interest in the real 
estate. The basis of B’s partnership interest, 
in accordance with section 742, is $100,000. 
B retires from the partnership and receives 
$100,000 in cash in exchange for his entire 
interest. Since B has received no part of 
the real estate, his special basis adjustment 
of $45,000 will be allocated to the real estate, 
the remaining partnership property, and 
will increase its basis to the partnership to 
$55,000. 

(2) The provisions of this paragraph 
do not apply to certain distributions 
treated as sales or exchanges under sec¬ 
tion 751 (b) (relating to unrealized re¬ 
ceivables and substantially appreciated 
inventory items). See section 751 (b) 
and § 1.751-1 (b). 

§ 1.735 Statutory provisions; char¬ 
acter of gain or loss on disposition of 
distributed property . 

Sec. 735. Character of gain or loss on dis - 
position of distributed property —(a) Sale or 
exchange of certain distributed property— 
(1) Unrealized receivables. Gain or loss on 
the disposition by a distributee partner of 
unrealized receivables (as defined in section 
751 (c)) distributed by a partnership, shall 
be considered gain or loss from the sale or 
exchange of property other than a capital 
asset. 

(2) Inventory items. Gain or loss on the 
sale or exchange by a distributee partner of 
Inventory items (as defined in section 751 

(d) (2)) distributed by a partnership shall. 
If sold or exchanged within 5 years from the 
date of the distribution, be considered gain 
or loss from the sale or exchange of property 
other than a capital asset. 

(b) Holding period for distributed prop¬ 
erty. In determining the period for which 
a partner has held property received in a 
distribution from a partnership (other than 
for purposes of subsection (a) (2)), there 
shall be included the holding period of the 
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partnership, as determined under section 
1223, with respect to such property. 

§ 1.735-1 Character of gain or Joss on 
disposition of distributed property —(a) 
Sale or exchange of distributed prop- 
erty —(l) Unrealized receivables. Any 
gain realized or loss sustained by a part¬ 
ner on a sale or exchange or other dis¬ 
position of unrealized receivables (as 
defined in section 751 (c)) received by 
him in a distribution from a partnership 
shall be considered gain or loss from the 
sale or exchange of property other than 
a capital asset. 

(2) Inventory items. Any gain real¬ 
ized or loss sustained by a partner on a 
sale or exchange of inventory items (as 
defined in section 751 (d) (2)) received 
in a distribution from a partnership 
shall be considered gain or loss from the 
sale or exchange of property other than 
a capital asset if such inventory items 
are sold or exchanged within 5 years 
from the date of the distribution by the 
partnership. The character of any 
gain or loss from a sale or exchange by 
the distributee partner of such inven¬ 
tory items after 5 years from the date 
of distribution shall be determined as of 
the date of such sale or exchange by 
reference to the character of the assets 
in his hands at that date (inventory 
items, capital assets, property used in a 
trade or business, etc.), 

(b) Holding period for distributed 
property . A partner’s holding period for 
property distributed to him by a part¬ 
nership shall include the period such 
property was held by the partnership, 
except for the purpose of determining 
the 5-year period decribed in section 735 
(a) (2) and paragraph (a) (2) above. 
If the property has been contributed to 
the partnership by a partner, then the 
period that the property was held by 
such partner shall also be included. See 
section 1223 (2). For a partnership’s 
holding period for contributed property, 
see § 1.723-1. 

(c) Effective date. Section 735 (a) 
applies to any property distributed by 
a partnership to a partner after March 
9, 1954. See section 771 (b) (2) and 
§ 1.771-1 (b) (2). 

§ 1.736 Statutory provisions; pay¬ 
ments to a retiring partner or a deceased 
partner's successor in interest . 

Sec. 736. Payments to a retiring partner 
or a deceased partner's successor in inter¬ 
est —(a) Payments considered as distributive 
share or guaranteed payment. Payments 
made in liquidation of the Interest of a re¬ 
tiring partner or a deceased partner shall, 
except as provided in subsection (b), be con¬ 
sidered— 

(1) As a distributive share to the recipi¬ 
ent of partnership income if the amount 
thereof is determined with regard to the 
income of the partnership, or 

(2) As a guaranteed payment described in 
section 707 (c) if the amount thereof is de¬ 
termined without regard to the income of 
the partnership. 

(b) Payments for interest in partner¬ 
ship —(i) General rule. Payments made in 
liquidation of the interest of a retiring part¬ 
ner or a deceased partner shall, to the extent 
such payments (other than payments de¬ 
scribed in paragraph (2)) are determined, 
under regulations prescribed by the Secre¬ 
tary or his delegate, to be made in exchange 
for the Interest of such partner in partner¬ 


ship property, be considered as a distribution 
by the partnership and not as a distributive 
share or guaranteed payment under subsec¬ 
tion (a). 

(2) Special rules. For purposes of this 
subsection, payments in exchange for an in¬ 
terest in partnership property shall not in¬ 
clude amounts paid for— 

(A) Unrealized receivables of the partner¬ 
ship (as defined in section 751 (c)). or 

(B) Good will of the partnership, except to 
the extent that the partnership agreement 
provides for a payment with respect to good 
will. 

§ 1.736-1 Payments to a retiring 
partner or a deceased partner's successor 
in interest —(a) Payments considered as 
distributive share or guaranteed pay¬ 
ment. (1) Payments which qualify un¬ 
der subparagraph (2) made by a part¬ 
nership to a retiring partner or to the 
estate or other successor of a deceased 
partner in liquidation of the retiring or 
deceased partner’s entire partnership 
interest are considered as— 

(1) A distributive share of partnership 
income or a guaranteed payment under 
the rules contained in this paragraph, or 

<ii) A payment for a partnership in¬ 
terest under the rules contained in par¬ 
agraph (b). 

If the amount of payment is determined 
with regard to the income of the part¬ 
nership, then the amount thereof, to the 
extent that it is not considered a pay¬ 
ment for the partner’s interest in the 
partnership, shall be treated as a dis¬ 
tributive share of partnership income to 
the recipient. See section 702 and 
§ 1.702-1. If the amount of the pay¬ 
ment is determined without regard to 
partnership income, then such amount, 
to the extent that it is not considered a 
payment for the partner’s interest in the 
partnership, shall be treated as a guar¬ 
anteed payment described in section 707 
(c) and § 1.707-1 (c). 

(2) Section 736 and this section apply 
only to certain payments made to a re¬ 
tiring partner or to a deceased partner’s 
successor in interest in liquidation of 
such partner’s entire interest in the 
partnership. A distribution of property 
does not qualify as a payment under sec¬ 
tion 736. Payments under section 736 
must be in money and must consist of 
more than one payment in liquidation 
of such partner’s entire partnership in¬ 
terest which is made in more than one 
partnership taxable year. To the extent 
that distributions in liquidation made to 
a retiring partner or to a deceased part¬ 
ner’s successor in interest do not qualify 
as section 736 payments under the pre¬ 
ceding sentence, gain or loss shall be 
recognized as provided in section 731 
and § 1.731-1. Further, section 736 and 
this section apply only to payments 
made by the partnership to a retiring or 
deceased partner’s successor in interest 
and do not apply to transactions be¬ 
tween partners. 

(3) Payments, to the extent considered 
as a distributive share of partnership in¬ 
come under section 736 (a) (1), are taken 
into account under section 702 and 
§ 1.702-1 and thus reduce the amount of 
the distributive shares of the remaining 
partners. Payments, to the extent con¬ 
sidered as guaranteed payments under 
section 736 (a) (2), are deductible by the 


partnership under section 162 (a) and 
are taxable as ordinary income to the 
recipient under section 61 (a). See sec¬ 
tion 707 (c) and § 1.707-1 (c). 

(4) Payments made under section 736 
(a) during the taxable year of the part¬ 
nership shall be included in the income 
of the recipient for his taxable year 
within or with which such taxable year 
of the partnership ends. See section 706 
(a) and § 1.706-1 (a). 

(5) A retiring partner or a deceased 
partner’s successor in interest receiving 
payments under section 736 is regarded 
as a partner until the entire interest of 
the retiring or deceased partner is liqui¬ 
dated. Therefore, if one of the members 
of a two-man partnership retires under a 
plan whereby he is to receive payments 
under section 736, the partnership will 
not be considered terminated since the 
retiring partner continues to hold a 
partnership interest in the partnership 
until his entire interest is liquidated. 
Similarly, if a partner in such a partner¬ 
ship dies, and his estate or other suc¬ 
cessor in interest receives payments 
under section 736, the partnership shall 
not be considered to have terminated 
upon the death of the partner but shall 
terminate when the entire interest of 
the decedent is liquidated. See section 
708 (b) and § 1.708-1 (b). 

(b) Payments for interest in partner¬ 
ship. (1) Payments made in liquidation 
of the entire interest of a retiring partner 
or deceased partner shall, to the extent 
made in exchange for such partner's 
interest in partnership property, be con¬ 
sidered as a distribution by the partner¬ 
ship and not as a distributive share or 
guaranteed payment under section 736 
(a) and paragraph (a) above, except as 
provided in subparagraphs (2), (3), and 
(4) below. The valuation placed by 
agreement of the partners upon a part¬ 
ner's interest in partnership property 
will be accepted to the extent that such 
valuation is reasonable. Gain or loss 
with respect to distributions under sec¬ 
tion 736 (b) and this paragraph will be 
recognized to the distributee to the extent 
provided in section 731 and § 1.731-1. 

(2) Payments made to a retiring part¬ 
ner or to the successor in interest of a 
deceased partner for his interest in un¬ 
realized receivables of the partnership, 
as defined in section 751 (a), shall not be 
considered as made in exchange for such 
partner’s interest in partnership prop¬ 
erty. Such payments shall be treated as 
payments under section 736 (a) and 
paragraph (a) of this section. 

(3) For the purposes of section 736 (b) 
and this paragraph, payments made to a 
retiring partner or to a successor in in¬ 
terest of a deceased partner in exchange 
for the interest of such partner in part¬ 
nership property shall not include any 
amount paid for the partner’s share of 
good will of the partnership, except to 
the extent that the partnership agree¬ 
ment provides for a reasonable payment 
w T ith respect to such good will. Such 
payments shall be considered as pay¬ 
ments under section 736 (a) and para¬ 
graph (a) of this section. To the extent 
that the partnership agreement provides 
for a reasonable payment with respect 
to good will, such payments shall be 
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treated under section 736 (b) and this 
paragraph. The valuation placed upon 
good will by the agreement of the part¬ 
ners. whether specific in amount or 
determined in accordance with an agreed 
method of evaluation, shall be presumed 
correct if the amount so attributable does 
not exceed the reasonable value of the 
partner’s share of partnership good will. 

(4) Payments made to a retiring part¬ 
ner or to a successor in interest of a 
deceased partner for his interest in sub¬ 
stantially appreciated inventory items, 
as defined in section 751 (d), shall not 
be considered as made in exchange for 
such partner’s interest in partnership 
property for the purposes of section 736 
jb> and this paragraph. Such payments 
shall be subject to the rules provided in 
section 751 (b) and § 1.751-1 (b). 

(5) (i) Where payments made under 
section 736 are received during the tax¬ 
able year, the recipient must segregate 
that portion of each such payment 
which is determined to be in exchange 
for the partner’s interest in partnership 
property and treated as a distribution 
under section 736 (b) from that portion 
treated as a distributive share or guar¬ 
anteed payment under section 736 (a). 
If a fixed amount (whether or not sup¬ 
plemented by any additional amounts) 
is to be received over a fixed number of 
years, the portion thereof to be treated 
as a distribution under section 736 (b) 
for the taxable year shall be equal to the 
total value of the interest of the retiring 
or deceased partner in partnership prop¬ 
erty, divided by the number of years over 
which the payments are to be made. 
The balance, if any, of such amount re¬ 
ceived in the same taxable year shall be 
treated as a distributive share or a guar¬ 
anteed payment under section 736 (a) 
(1) or (2). However, if the total amount 
received in any one year is less than the 
amount considered as a distribution for 
that year under this subdivision, then 
any unapplied portion shall be added to 
the portion of the payments for the fol¬ 
lowing year or years w f hich are to be 
treated as a distribution under section 
736 (b). For example, retiring partner 
W who is entitled to an annual payment 
of $6,000 for 10 years for his interest in 
partnership property, receives only 
$3,500 in 1955. In 1956, he receives 
$10,000. Of this amount. $8,500 ($6,000 
plus $2,500 from 1955) is treated as a 
distribution under section 736 (b) for 
1956; $1,500 as a payment under section 
736 (a). 

(ii) If the retiring or deceased part¬ 
ner’s successor in interest receives pay¬ 
ments which are not fixed in amount, 
such payments shall first be treated as 
payments in exchange for his interest in 
partnership property under section 736 
(b) to the extent of the value of that 
interest and, thereafter, as payments 
under section 736 (a). 

(iii) The amount of any gain or loss 
with respect to a retiring or deceased 
partner’s interest in partnership prop¬ 
erty for each year of payment with re¬ 
spect to that interest shall be measured 
by the difference between— 

(a) The amount treated as a distri¬ 
bution under section 736 (b) in that 
year, and 
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<b) The portion of the adjusted basis 
of the partner for his partnership in¬ 
terest attributable to such distribution 
(i. e., the amount which bears the same 
proportion to the partner’s total ad¬ 
justed basis for his partnership interest 
as the amount distributed under section 
736 (b) in that year bears to the total 
amount to be distributed under section 
736 (b)). 

(6) The provisions of this paragraph 
may be illustrated by the following ex¬ 
amples; 

Example (1). Partnership ABC is a per¬ 
sonal service partnership and its balance 
sheet is as follows: 


ASSETS 



Ad¬ 

justed 

basis 

per 

books 

Market 

value 

Cash. 

$13,000 

0 

20,000 

$13,000 
30.000 
23.000 

Unrealized receivables__ 

Fixed assets .... 

Total. 

33,000 

06,000 



LIABILITIES AND CAPITAL 



Per 

books 

Value 

Liabilities. 

$3,000 

10,000 

10,000 

10.000 

$3,000 

21,000 

21,000 

21,000 

Capital: . 

A. 

li. 

C. 

Total. 

33,000 

66,000 



Partner A retires from the partnership in 
accordance with an agreement whereby he 
is to receive $10,000 a year for 3 years, a 
total of $30,000, for his partnership Interest. 
The value of A’s interest in partnership 
property, for purposes of section 736 (b), is 
$12,000 (one-third of $36,000. the sum of 
$13,000 cash and $23,000, the fair market 
value of fixed assets). The unrealized re¬ 
ceivables are not included in A’s interest in 
partnership property under section 736 (b). 
Since the basis of A’s interest is $11,000 
($10,000 plus $1,000, his share of partner¬ 
ship liabilities), he will realize a capital gain 
of $1,000 ($12,000 minus $11,000) on the 
disposition of his interest in partnership 
property. The balance to be received by 
him, $18,000 ($30,000 minus $12,000) con¬ 
stitutes payments under section 736 (a) 
and is taxable to A as ordinary income. 
The $10,000 A receives in each of the 3 years 
is to be allocated as follows: $4,000 as pay¬ 
ments for his interest in partnership prop¬ 
erty (one-third of the total payment of 
$12,000), and the balance, $6,000. as guar¬ 
anteed payments under section 736 (a) (2). 
Of the $4,000 attributable to A’s interest in 
partnership property, $333 is capital gain 
(one-third of the total capital gain of 
$1,000), and $3,667 is a return of capital. 
The partnership will be entitled to a deduc¬ 
tion of $6,000 during each of the 3 years for 
the guaranteed payments to A. 

Example (2). Assume the same facts as 
In example (1) except that the agreement 
between the partners provides for payments 
to A for 3 years of a percentage of annual 
income Instead of a fixed amount. All pay¬ 
ments received by A up to $12,000 shall be 
treated under section 736 (b) as payments 
for A'8 interest in partnership property. 
Any payments in excess of $12,000 shall be 
treated as a distributive share of partner¬ 
ship income to A under section 736 (a) (1). 

(c) Cross reference. See section 753 
and § 1.753-1 for payments under sec¬ 


tion 736 (a) and paragraph (a) of this 
section made to a successor in interest 
of a decedent partner which are con¬ 
sidered income in respect of a decedent 
under section 691. 

Transfers of Interests in a Partnership 

§ 1.741 Statutory provisions; recog¬ 
nition and character of gain or loss on 
sale or exchange . 

Sec. 741. Recognition and character of 
gain or loss on sale or exchange. In the 
case of a sale or exchange of an interest in 
a partnership, gain or loss shall be recog¬ 
nized to the transferor partner. Such gain 
or loss shall be considered as gain or loss 
from the sale or exchange of a capital asset, 
except as otherwise provided in section 751 
(relating to unrealized receivables and in¬ 
ventory Items which have appreciated sub¬ 
stantially in value). 

§ 1.741-1 Recognition and character 
of gain or loss on sale or exchange, (a) 
The sale or exchange of an interest in a 
partnership shall, unless section 751 
(relating to unrealized receivables and 
substantially appreciated inventory 
items) applies, be treated as the sale or 
exchange of a capital asset, resulting in 
capital gain or loss measured by the 
difference between the amount realized 
and the adjusted basis of the partner¬ 
ship interest as determined under sec¬ 
tion 705 and § 1.705-1. Where, how¬ 
ever, the provisions of section 751 require 
the recognition of ordinary income or 
loss with respect to a portion of the 
amount realized from such sale or ex¬ 
change, the amount realized shall be 
reduced by the amount attributable un¬ 
der section 751 to unrealized receivables 
and substantially appreciated inventory 
items, and the adjusted basis of the 
transferor partner’s interest in the part¬ 
nership shall be reduced by the portion 
of such basis attributable to such un¬ 
realized receivables and substantially 
appreciated inventory items. See sec¬ 
tion 751 and § 1.751-1. 

(b) Section 741 shall apply whether 
the partnership interest is sold to one 
or more members of the partnership or 
to one or more persons who are not mem¬ 
bers of the partnership. Section 741 
shall also apply where the sale of the 
partnership interest results in a termi¬ 
nation of the partnership under section 
708 (b) and § 1.708-1 (b). Thus, the 
provisions of section 741 shall be ap¬ 
plicable (1) to the transferor partner 
in a two-man partnership when he 
sells his interest to the other partner, 
and (2) to all the members of a part¬ 
nership when they sell their interests to 
one or more persons outside the partner¬ 
ship. 

(c) See § 1.721-1 (b) for recognition of 
ordinary income where interest in part¬ 
nership capital is obtained as compensa¬ 
tion for services. 

§ 1.742 Statutory provisions; basis of 
transferee partner’s interest. 

Sue. 742. Basis of transferee partner's fn- 
terest. The basis of an Interest in a partner¬ 
ship acquired other than by contribution 
shall be determined under part II of sub¬ 
chapter O (sec. 1011 and following). 

§ 1.742-1 Basis of transferee partner*s 
interest. The unadjusted basis to a 
transferee partner of an interest in a 
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partnership shall be determined under 
the general basis rules for property pro¬ 
vided by part II of subchapter O (sections 
1011 to 1022, inclusive). Thus, the basis 
of a purchased interest will be its cost. 
The basis of an interest acquired from a 
decedent partner will be the fair market 
value of the interest at death or the op¬ 
tional valuation date, reduced by any 
amount which is considered income in 
respect of a decedent under section 691. 
See section 722 and § 1.722-1 for basis of 
contributing partner’s interest. 

§ 1.743 Statutory provisions ; optional 
adjustment to basis of partnership 

property . 

Sec. 743. Optional adjustment to basis of 
partnership property —(a) General rule. 
The basis of partnership property shall not 
be adjusted as the result of a transfer of an 
interest in a partnership by sale or exchange 
or on the death of a partner unless the elec¬ 
tion provided by section 754 (relating to 
optional adjustment to basis of partnership 
property) is in effect with respect to such 
partnership. 

(b) Adjustment to basis of partnership 
property . In the case of a transfer of an 
interest In a partnership by sale or exchange 
or upon the death of a partner, a partnership 
with respect to which the election provided 
in section 754 is in effect shall— 

(1) Increase the adjusted basis of the 
partnership property by the excess of the 
basis to the transferee partner of his interest 
in the partnership over his proportionate 
share of the adjusted basis of the partner¬ 
ship property, or 

(2) Decrease the adjusted basis of the 
partnership property by the excess of the 
transferee partner’s proportionate share of 
the adjusted basis of the partnership prop¬ 
erty over the basis of his interest in the 
partnership. 

Under regulations prescribed by the Secre¬ 
tary or his delegate, such increase or de¬ 
crease shall constitute an adjustment to 
the basis of partnership property with re¬ 
spect to the transferee partner only. A 
partner’s proportionate share of the adjusted 
basis of partnership property shall be deter¬ 
mined in accordance with his Interest in 
partnership capital and. in the case of an 
agreement described in section 704 (c) (2) 
(relating to effect of partnership agreement 
on contributed property), such share shall 
be determined by taking such agreement 
into account. In the case of an adjustment 
under this subsection to the basis of partner¬ 
ship property subject to depletion, any de¬ 
pletion allowable shall be determined sep¬ 
arately for the transferee partner with re¬ 
spect to his interest in such property. 

(c) Allocation of basis. The allocation of 
basis among partnership properties where 
subsection (b) is applicable shall be made 
in accordance with the rules provided * in 
section 755. 

§ 1.743-1 Optional adjustment to ba¬ 
sis of partnership property —(a) General 
rule. The basis of partnership property 
shall not be adjusted as the result of a 
transfer of an interest in a partnership, 
either by sale or exchange or as a result 
of the death of a partner, unless the elec¬ 
tion provided by section 754 (relating to 
optional adjustment to basis of partner¬ 
ship property) is in effect with respect to 
the partnership. 

(b) Adjustment to basis of partner¬ 
ship property —(1) Determination of 
adjustment. In the case of a transfer of 
an interest in a partnership, either by 
sale or exchange or as a result of the 
death of a partner, a partnership as to 


which the election under section 754 is 
in effect shall— 

<i> Increase the adjusted basis of 
partnership property by the excess of 
the transferee’s basis for his partnership 
interest over his proportionate share of 
the adjusted, basis to the partnership of 
all partnership property, or 

(ii) Decrease the adjusted basis of 
partnership property by the excess of 
the transferee partner’s proportionate 
share of the adjusted basis of all part¬ 
nership property over his basis for his 
partnership interest. 

The amount of the increase or decrease 
constitutes an adjustment affecting the 
basis of partnership property with re¬ 
spect to the transferee partner only. 
Thus, for purposes of depreciation, de¬ 
pletion, gain or loss, and in the case of 
distributions, the transferee partner 
will have a special basis for those part¬ 
nership properties which are adjusted 
under section 743 (b) and this para¬ 
graph, which basis is more or less than 
his proportionate share of the common 
partnership basis, i. e., the adjusted basis 
of such properties to the partnership. 
A partner’s proportionate share of the 
adjusted basis of partnership property 
is determined in accordance with his 
interest in partnership capital (includ¬ 
ing his proportionate share of partner¬ 
ship liabilities). Where an agreement 
with respect to contributed property is 
in effect under section 704 (c) (2) and 
§ 1.704-1 (c), such agreement shall be 
taken into account in determining a 
partner’s proportionate share of the ad¬ 
justed basis of partnership property. 
For example, if a partner’s interest in 
partnership capital is one-third, his pro¬ 
portionate share of the adjusted basis 
of partnership property will, in general, 
be one-third of such basis. The provi¬ 
sions of this paragraph may be illus¬ 
trated by the following examples: 

Example (I). A is a member of partner¬ 
ship ABC in which all partners have equal 
interests in capital and profits. The part¬ 
nership had made the election under section. 
754, relating to the optional adjustment to 
the basis of partnership property. A dies 
and his interest passes to his son S. The 
balance sheet of the partnership at the date 
of A’s death shows the following: 


assets 



Ad- 

Justed 

basis 

per 

books 

Market 

vuluo 

Cosh... 

$5,000 

10,000 

20,000 

20,000 

$5,000 

10.000 

21,000 

40,000 

Accounts receivable__ 

I n von l or v__ 

Depreciable assets. 

Total. 

65,000 

76,000 



LIABILITIES AND CAPITAL 



Per 

books 

Value 

Liabilities._ T . _ . _- T .. TITr . __ 

$10,000 

15,000 

15,000 

15,000 

$10,000 

22,000 
22. OIK) 
22,000 

Capital: 

A _ ... 

B. 

C_ 

Total. 

65,000 

76,000 



The amount of the adjustment under section 
743 (b) Is determined by comparing the basis 
of the transferee’s interest in the partner¬ 
ship with his proportionate share of the 
adjusted basis of partnership property. 
Under section 742, the basis of S’s interest is 
$25,333 (the fair market value of A's interest 
at his death. $22,000, plus $3,333. his propor¬ 
tionate share of partnership liabilities). S’s 
proportionate share of the adjusted basis of 
partnership property is $18,333. 1. e., of 
$45,000. the total adjusted basis of partner¬ 
ship property reduced by liabilities ($55,000 
minus $10,000) plus $3,333 (S’s proportionate 
share of partnership liabilities). The 
amount to be added to the basis of partner¬ 
ship property is $7,000. the difference be¬ 
tween $25,333 and $18,333. This amount will 
be allocated to partnership properties in ac¬ 
cordance with the rules set forth In section. 
755 and § 1.755-1. 

Example (2). D is a member of partner¬ 
ship DEF in which the partners share equally 
in profits. The partnership has made the 
election under section 754. D dies and his 
interest passes to W. his widow. The balance 
sheet of the partnership at the date of D’s 
death shows the following: 


ASSETS 



Ad- 

Justed 

basis 

per 

books 

Market 

value 

Cash. 

$7,000 

10,000 

20,000 

20,000 

$7,000 
10, 000 
24.000 
40.000 

Accounts receivable. 

Inventory. 

Depreciable assets__ 

Total. 

67,000 

81,000 



LI ABILITIES AND CAPITAL 



Per 

books 

Value 

Liabilities. 

$10,000 

$10,000 

Capital: 

D. 

18,000 
15,000 

20,000 
23 000 

K. 

F. 

1*1* 000 

22! 000 


Total. 

57,000 

81,000 



The amount of the adjustment under sec¬ 
tion 743 (b) is determined by comparing the 
basis of the transferee's Interest in the part¬ 
nership with his proportionate share of the 
adjusted basis of partnership property. Un¬ 
der section 742, the basis of W’s interest is 
$29,333, that is. $26,000, her share of the fair 
market value of partnership property, plus 
$3,333. her proportionate share of partner¬ 
ship liabilities. W’s proportionate share of 
the adjusted basis of partnership property Is 
$21,333 (ifo of $47,000. the total adjusted 
basis of partnership property reduced by 
liabilities ($57,000 minus $10,000). plus 
$3,333 her proportionate share of partner¬ 
ship liabilities). The amount to be added to 
the basis of partnership property is $8,000. 
the difference between $29,333 and $21,333. 
This amount will be allocated to partner¬ 
ship properties in accordance with the rules 
set forth In section 755 and § 1.755-1. 

Note that in the above examples the 
amount of the adjustment does not de¬ 
pend upon the adjusted basis to the 
transferor for his interest in partner¬ 
ship capital. The amount of the adjust¬ 
ment is the same whether the transferee 
acquires an interest by purchase or In¬ 
heritance. 

(2) Determination of partner's pro¬ 
portionate share of adjusted basis of 
partnership property, (i) Under the 
provisions of section 743 (b). a partner’s 
proportionate share of the adjusted 
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basis of partnership property shall be 
determined by taking into account the 
effect of any partnership agreement 
with respect to contributed property as 
described in section 704 (c) (2). This 
rule may be illustrated by the following 
examples: 

Example (1). A. B, and C form partner¬ 
ship ABC. to which A contributes property 
X. land worth $1,000 with an adjusted basis 
to him of $400, and B and C each contrib¬ 
utes $1,000 in cash. Each partner has cred¬ 
ited to him in the books of the partnership 
$1,000 as his capital contribution. The 
partners share In profits equally. During 
the partnership’s first taxable year, property 
X appreciates in value to $1,300. A sells his 
one-third Interest in the partnership to D 
for $1,100, and the partnership makes the 
election under section 754. There is no 
agreement under section 704 (c) (2) in effect. 
The adjusted basis of the partnership prop¬ 
erty is increased with respect to D by the 
excess of his basis for his partnership in¬ 
terest. $1,100. over his proportionate share 
of the adjusted basis of partnership prop¬ 
erty, $800 (Yi of $2,400. the total adjusted 
basis of partnership property). The amount 
of the adjustment, therefore, is $300 ($1,100 
minus $800), which is an increase in the 
basis of partnership property with respect 
to D only. This special basis adjustment 
will be allocated to property X. (See sec¬ 
tion 755 and § 1.755-1.) If X is sold for 
$1,600. the gain to the partnership is $1,200 
($1,600 received, less the adjusted partner¬ 
ship basis of $400 for property X). Thus, 
each partner’s distributive share of the gain 
on the sale is $400. However, D’s distribu¬ 
tive share of the gain is $400, reduced by 
$300. his special basis adjustment with re¬ 
spect to property X, leaving him with a 
recognized gain of $100. If D purchased his 
interest from B or C. the partners who con¬ 
tributed cash. D's adjustment under section 
743 (b) would also be $300. computed in 
exactly the same manner as in the case of 
a purchase from A. 

Example (2). Assume that partnership 
ABC, described in example (1). has an agree¬ 
ment under section 704 (c) (2) with respect 
to property X, stating that upon the sale 
of that property any gain, to the extent at¬ 
tributable to the precontribution apprecia¬ 
tion of $800 (the difference between its value, 
$1,000. and its basis, $400. at the time of the 
contribution) is to be allocated entirely to 
A. who contributed property X. Upon the 
purchase of A’s interest by D for $1,100, the 
computation of D’s special basis would differ 
from that indicated in example (1) as fol¬ 
lows: Under the partnership agreement. A’s 
share of the $2,400 adjusted basis of part¬ 
nership property is $400 (his basis for prop¬ 
erty X prior to its contribution to the part¬ 
nership) . and B’s and C’s share is $1,000 each 
(the amount of the cash investment of each). 
The amount of the increase to D in the ad¬ 
justed basis of partnership property under 
section 743 (b) (1) is $700 (the excess of 
$1,100, D’s cost basis for his interest, over 
$400, A*8 share of the adjusted basis of part¬ 
nership property to which D succeeds). 
This amount constitutes an adjustment to 
the basis of partnership property with re¬ 
spect to D only. If X is sold by the partner¬ 
ship for $1,600, the gain is $1,200 ($1,000 less 
the adjusted partnership basis of $400). 
Under the partnership agreement, $600 of 
this gain, which is attributable to precon¬ 
tribution appreciation in value, is allocable 
to D. who is A’s successor. The remaining 
$600 gain is not subject to the agreement 
and is allocable to the partners equally, 
$200 each. D’s distributive share of the 
partnership gain is thus $000 plus $200, or 
$800. However, D has a special basis of 
$700 under section 743 (b) which reduces 


PROPOSED RULE MAKING 

his gain from $800 to $100. B and C each 
has a gain of $200. which is unaffected by 
the transfer of A’s interest to D. 

Example (3 ). Assume the same facts as in 
example (2), except that D has purchased 
his interest from B instead of from A. His 
special basis adjustment for partnership 
property in this case differs from that where 
he had purchase his interest from A, because 
of the effect of the agreement under section 
704 (c) (2). In this case, D is a successor to 
B, whose shore of the adjusted basis of part¬ 
nership property is $1,000, Instead of A, 
whose share is $400. As a result, the ad¬ 
justment under section 743 (b) (1) is the 
excess of D’s cost basis for his interest. $1,100, 
over his proportionate share of the adjusted 
basis of partnership property, $1,000, or $100. 
In this case, if property X is sold for $1,600, 
the partnership gain is $1,200 ($1,600 less the 
adjusted partnership basis of $400). Of this 
gain, $600, representing precontribution ap¬ 
preciation, is allocable to A under the part¬ 
nership agreement. The remaining $600 is 
allocable in the amount of $200 to each 
partner. Since D has a special transferee 
basis of $100 under section 743 (b), his gain 
Is reduced from $200 to $100. 

(ii) If a nontransferee partner re¬ 
ceives a distribution of property with re¬ 
spect to which a transferee partner has a 
special basis adjustment, the property 
will have a basis to the partnership con¬ 
sisting only of its common basis shared 
by all the partners. The special basis 
adjustment of the transferee partner will 
not be taken into account. However, the 
special basis adjustment of the trans¬ 
feree partner will be reallocated to re¬ 
maining partnership property of a like 
kind or, if the transferee partner receives 
a distribution of like property, to such 
distributed property. If a transferee 
partner receives a distribution of prop¬ 
erty with respect to which he has a 
special basis adjustment, such property 
will have a basis consisting of its com¬ 
mon basis to all the partners, increased 
or decreased by the transferee partner’s 
special basis adjustment. If the trans¬ 
feree partner at the same time relin¬ 
quishes his interest in other property of 
a like kind with respect to which he also 
has a special basis adjustment, he will 
be permitted further to adjust the basis 
of the property received by his special 
basis adjustment with respect to the in¬ 
terest relinquished in such other like 
property. Any property in which a 
transferee partner has relinquished his 
special basis adjustment may remain in 
the partnership or may be distributed to 
other partners. For the purposes of 
this section, like property means prop¬ 
erty of the same class, that is, stock in 
trade, property used in the trade or busi¬ 
ness, capital assets, etc. For certain ad¬ 
justments to the basis of remaining part¬ 
nership property after a distribution to 
a transferee partner, see § 1.734-2 (b). 
The provisions of this subdivision may be 
illustrated by the following example: 

Example, c is a transferee partner in 
partnership BC. The partnership owns, 
among other assets. X, a depreciable asset 
with a common basis to the partnership of 
$1,000 and a special basis adjustment to O 
of $200, and Y, another depreciable asset 
with a common basis of $800 and a special 
basis adjustment to C of $300. B and C 
agree that B will receive a distribution of Y, 
and C will receive a distribution of X, with 
all other property to remain in the partner¬ 


ship. With respect to B, the partnership 
basis of property Y is $800, the common 
partnership basis. Y will, therefore, have a 
basis of $800 in B’s hands under section 732 
(a) which provides for the use of a carry¬ 
over basis in the case of current distribu¬ 
tions. With respect to C, however, the part¬ 
nership basis of property X is $1,500, the 
common partnership basis of $1,000, plus C’s 
special basis adjustment of $200 for property 
X, plus C’s additional special basis adjust¬ 
ment of $300 for property Y in which he has 
relinquished his Interest. 

(lii) Where an adjustment is made 
under section 743 (b) to the basis of 
partnership property subject to deple¬ 
tion, any depletion allowable shall be 
determined separately for the trans¬ 
feree partner with respect to his interest 
in such property. This rule may be 
illustrated by the following example: 

Example. A, B. and C each contribute 
$5,000 in cash to form partnership ABC, 
which purchases oil property for $15,000. 
C subsequently sells his partnership Interest 
to D for $100,000. The difference between 
D’s basis, $100,000, and his proportionate 
share of the basis of partnership property, 
$5,000, or $95,000, is a special basis adjust¬ 
ment for the oil property with respect to D. 
Assume that the depletion allowance com¬ 
puted under the percentage method would 
be $21,000 for the taxable year. Thus, each 
partner would be entitled to a $7,000 
allowance. However, under the cost deple¬ 
tion method, at an assumed rate of 10 per¬ 
cent the allowance with respect to the 
one-third interest of A and B in the oil 
property, each of which has a basis of $5,000, 
is $500, and the allowance with respect to 
D’s one-third interest which has a basis to 
him of $100,000 ($5,000, plus D’s special 
basis adjustment of $95,000) is $10,000. 
With respect to partners A and B, the per¬ 
centage depletion is greater than cost deple¬ 
tion and each can deduct $7,000 based on 
the percentage depletion method. With 
respect to D. the transferee partner, the cost 
depletion method will result in a greater 
allowance and D can. therefore, deduct 
$10,000 based on cost depletion. 

(iv) Where there has been more than 
one transfer of the same partnership 
interest, any special basis adjustment 
under section 743 (b) of the last trans¬ 
feree shall be determined with respect 
to the partnership’s common basis for 
its property without regard to any 
special basis adjustment under section 
743 (b) of any intermediate transferee. 
For example, A, B, and C form a part¬ 
nership. A and Beach contributes $1,000 
in cash and C contributes land with a 
basis and value of $1,000. When the 
land has appreciated in value to $1,300, 
A sells his interest to D for $1,100 (% 
of $3,300, the value of the partnership 
property). D has a special basis ad¬ 
justment of $100 with respect to the land 
under section 743 (b) (1). After the 
land has further appreciated in value to 
$1,600, D sells his interest to E for $1,200 
(% of $3,600, the value of the partner¬ 
ship property). Under section 743 (b) 
(1), E has a special basis adjustment of 
$200. This amount is determined with¬ 
out regard to any special basis adjust¬ 
ment that D may have had in the part¬ 
nership assets. 

(c) Allocation of basis. For the allo¬ 
cation of basis among partnership prop¬ 
erties where section 743 (b) applies, see 
section 755 and § 1.755-1. 
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provisions Common to Other Subparts 

§ 1.751 Statutory provisions; unreal¬ 
ized receivables and inventory items . 

Sec. 751. Unrealized receivables and inven¬ 
tory items —(a) Sale or exchange of interest 
in partnership. The amount of any money, 
or the fair market value of any property, re¬ 
ceived by a transferor partner In exchange 
for all or a part of his Interest in the part¬ 
nership attributable to— 

(1) Unrealized receivables of the part¬ 
nership, or 

(2) Inventory Items of the partnership 
which have appreciated substantially In 

value, 

shall be considered as an amount realized 
from the sale or exchange of property other 
than a capital asset. 

(b) Certain distributions treated as sales 
or exchanges —(1) General rule. To the ex¬ 
tent a partner receives In a distribution— 

(A) Partnership property described in 
subsection (a) (1) or (2) in exchange for 
all or a part of his interest in other part¬ 
nership property (including money), or 

(B) Partnership property (including 
money) other than property described in 
subsection (a) (1) or (2) in exchange for 
all or a part of his Interest in partnership 
property described in subsection (a) (1) or 
( 2 ). 

such transactions shall, under regulations 
prescribed by the Secretary or his delegate, 
be considered as a sale or exchange of such 
property between the distributee and the 
partnership (as constituted after the dis¬ 
tribution). 

(2) Exceptions. Paragraph (1) shall not 

apply to— 

(A) A distribution of property which the 
distributee contributed to the partnership, 

or 

(B) Payments, described in section 736 
(a), to a retiring partner or successor in 
interest of a deceased partner. 

(c) Unrealized receivables. For purpose 
of this subchapter, the term “unrealized re¬ 
ceivables” includes, to the extent not previ¬ 
ously includible in income under the method 
of accounting used by the partnership, any 
rights (contractual or otherwise) to pay¬ 
ment for— 

(1) Goods delivered, or to be delivered, to 
the extent the proceeds therefrom would be 
treated as amounts received from the sale 
or exchange of property other than a capital 

asset, or 

(2) Services rendered, or to be rendered. 

(d) Inventory items which have appreci¬ 
ated substantially in value —(1) Substantial 
appreciation. Inventory items of the part¬ 
nership shall be considered to have appre¬ 
ciated substantially in value IX their fair 
market value exceeds— 

(A) 120 percent of the adjusted basis to 
the partnership of such property, and 

(B) 10 percent of the fair market value of 
all partnership property, other than money. 

(2) Inventory items. For purposes of this 
subchapter the term “inventory items” 
means— 

(A) Property of the partnership of the 
kind described in section 1221 (1), 

(B) Any other property of the partnership 
which, on sale or exchange by the partner¬ 
ship, would be considered property other 
than a capital asset and other than property 
described in section 1231, and 

(C) Any other property held by the part¬ 
nership which, if held by the selling or dis¬ 
tributee partner, W’ould be considered prop¬ 
erty of the type described in subparagraph 
(A) or (B). 

§ 1.751-1 Unrealized receivables and 
inventory items —(a) Sale or exchange 
of interest in a partnership —(1) Char¬ 
acter of amount realized. To the extent 


that money or property received by a 
partner in exchange for all or part of 
his partnership interest is attributable to 
the value of his proportionate share of 
partnership unrealized receivables or 
substantially appreciated inventory 
items, the money or fair market value of 
the property received shall be considered 
an amount realized from the sale or ex¬ 
change of property other than a capital 
asset. The remainder of the total 
amount realized on the sale or exchange 
is considered as realized from the sale 
or exchange of a capital asset under sec¬ 
tion 741. See § 1.741-1. For definition 
of unrealized receivables and inventory 
items which have appreciated substan¬ 
tially in value, see section 751 (c) and (d) 
and paragraphs (c) and (d) below. 

(2) Determination of gain or loss . (i) 
In determining the amount of ordinary 
income or loss realized by a partner upon 
the sale or exchange of his interest in 
unrealized receivables or substantially 
appreciated inventory items, a portion of 
the partner’s adjusted basis for his 
partnership interest must be allocated 
to his share of such receivables and in¬ 
ventory items. The amount to be al¬ 
located to such receivables and inventory 
items shall be his pro rata share of the 
partnership basis for such properties. 
If, however, the transferor partner had 
acquired his partnership interest in a 
transfer resulting in a special basis ad¬ 
justment to him under section 743 (b), 
then his pro rata share of the common 
partnership basis for such property shall 
be adjusted by his special basis adjust¬ 
ment applicable to such property. The 
difference between the basis thus al¬ 
located to unrealized receivables and 
substantially appreciated inventory 
items and that portion of the amount 
realized attributable to such property 
shall be ordinary income or loss to the 
transferor. The difference between the 
remainder, if any, of the partner’s ad¬ 
justed basis for his partnership interest 
and the balance, if any, of the amount 
realized shall determine the transferor’s 
capital gain or loss on the sale of his 
partnership interest. 

(ii) If the transferor acquired his in¬ 
terest in a previous transfer but has no 
special basis adjustment under section 
743 <b) with respect to partnership 
property because the election described 
in section 754 was not in effect, such 
partner may elect, on a subsequent sale 
or exchange of his interest within 2 
years after he acquired such interest 
by transfer, to treat as the adjusted part¬ 
nership basis of unrealized receivables 
and substantially appreciated inventory 
items the adjusted basis such items 
would have if the adjustment provided 
in section 743 (b) were in effect. In 
addition to the statement required un¬ 
der subparagraph (3) below, a trans¬ 
feree partner who elects under this sub¬ 
division shall submit with his income tax 
return for his taxable year in which he 
sells or exchanges his interest, a sched¬ 
ule setting forth the following informa¬ 
tion: 

(a) The adjusted basis to him of his 
partnership interest (or such part 
thereof) acquired by transfer and the 
date of transfer; 


(b) The adjusted basis to the part¬ 
nership of his pro rata share of partner¬ 
ship unrealized receivables and substan¬ 
tially appreciated inventory items that 
are included in the interest sold or ex¬ 
changed, the fair market value of such 
items and his pro rata share thereof, and 
the date of such sale or exchange; 

(c) The amount of the special basis 
adjustment to be attributed under this 
subdivision to the unrealized receivables 
and substantially appreciated inventory 
items, and the computation of such 
amount; and 

(d) The amount received by the 
transferor for his interest, the amount 
attributable to unrealized receivables 
and substantially appreciated inventory 
items and the ordinary income or loss 
recognized, and the amount attributable 
to other partnership property and the 
capital gain or loss recognized. 

(3) Statement required. A trans¬ 
feror partner selling or exchanging all 
or part of his interest in a partnership 
shall submit with his income tax return 
for the taxable year in which the sale 
or exchange occurs a statement setting 
forth separately the following informa¬ 
tion; 

(i) The amount of the transferor 
partner’s adjusted basis for his partner¬ 
ship interest, and the portion thereof 
attributable to unrealized receivables 
and substantially appreciated inventory 
items; and 

(ii) The amount of any money and 
the fair market value of any other prop¬ 
erty received or to be received for the 
transferred interest in the partnership, 
and the portion thereof attributable to 
unrealized receivables or substantially 
appreciated inventory items. 

(b) Certain distributions of property 
treated as sales or exchanges —(1) Dis¬ 
tribution of unrealized receivables or 
substaritially appreciated inventory 
items, (i) To the extent that a partner 
receives in a current distribution or in a 
distribution in liquidation of his entire 
interest unrealized receivables or sub¬ 
stantially appreciated inventory items of 
the partnership in exchange for all or 
a part of his interest in other partner¬ 
ship property (including money), the 
transaction shall be treated as a sale or 
exchange of such property between the 
distributee partner and the partnership 
as constituted after the distribution. 
The gain realized by the partnership on 
the transaction shall be treated as ordi¬ 
nary income and the amount thereof 
recognized to the partnership shall be 
measured by the difference between the 
adjusted basis to the partnership of the 
amount of unrealized receivables and 
substantially appreciated inventory 
items distributed to the partner, and the 
fair market value of the distributee 
partner’s interest in other property of 
the partnership relinquished in ex¬ 
change therefor. The distributee part¬ 
ner realizes capital gain or loss meas¬ 
ured by the difference between his share 
of the adjusted basis of the property 
relinquished and the fair market value 
of the unrealized receivables or sub¬ 
stantially appreciated inventory items 
received by him in exchange for the 
relinquished interest. 
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(ii) The rules of subdivision (i) shall 
not apply to a distribution to a partner 
of all or part of his proportionate share 
of partnership unrealized receivables or 
substantially appreciated inventory 
items where the distribution is not in ex¬ 
change for his interest in other partner¬ 
ship property. If a distribution is. in 
part, a distribution of the distributee 
partner’s proportionate share of such 
unrealized receivables or substantially 
appreciated inventory items and. in part, 
a distribution in exchange for the dis¬ 
tributee partner’s interest in other part¬ 
nership property, an allocation shall be 
made for the purpose of applying sec¬ 
tion 751 (b) and this subparagraph to 
the distributee partner and the partner¬ 
ship. 

(2) Distribution of partnership prop¬ 
erty other than unrealized receivables 
or substantially appreciated inventory 
items. To the extent that a partner 
receives, in a current distribution or in 
a distribution in liquidation of his en¬ 
tire interest, partnership property in¬ 
cluding money (other than unrealized 
receivables or substantially appreciated 
inventory items) in exchange for all or 
a part of his interest in partnership un¬ 
realized receivables and substantially 
appreciated inventory items, the trans¬ 
action shall be treated as a sale or ex¬ 
change of such property between the 
distributee partner and the partnership 
as constituted after the distribution. 
The gain realized by the partner on such 
transaction shall be ordinary income 
and the amount of such gain shall be 
measured by the excess of the fair mar¬ 
ket value of the assets distributed to 
him over his proportionate share of the 
adjusted basis of partnership unrealized 
receivables and substantially appreciated 
inventory items which are considered as 
sold or exchanged. The partnership will 
realize a capital gain or loss measured 
by the difference between the adjusted 
basis to the partnership of the assets 
exchanged and the fair market value of 
the distributee partner’s interest in the 
unrealized receivables and substantially 
appreciated inventory items which the 
partnership acquires in the exchange. 

(3) Rules for application of this par¬ 
agraph. (i) The rules of this paragraph 
do not apply to the distribution to a 
partner of property which the distrib¬ 
utee partner contributed to the partner¬ 
ship. The distribution of such property 
is governed by the rules set forth in sec¬ 
tions 731-736, inclusive, relating to dis¬ 
tributions by a partnership. 

(ii) Payments made to a retiring 
partner or to a deceased partner’s suc¬ 
cessor in interest shall not be treated as 
a sale or exchange between the partner 
and the partnership to the extent that 
such payments constitute a distributive 
share of partnership income or guar¬ 
anteed payments under section 736 (a) 
and § 1.736-1 (a). However, to the ex¬ 
tent that such payments are considered 
to be in exchange for an interest in part¬ 
nership property under section 736 (b), 
section 751 (b) and this paragraph shall 
apply. Thus, a payment under section 
736 (b) must be treated, if the inven¬ 
tory items of the partnership are sub¬ 
stantially appreciated, as made in part 


for the distributee’s interest in partner¬ 
ship substantially appreciated inventory 
items to the extent of the fair market 
value thereof, and in part for the dis¬ 
tributee’s interest in other partnership 
property. Payments for unrealized re¬ 
ceivables of a partnership do not con¬ 
stitute payments for a partnership 
interest but are payments under section 
736 (a) and no allocation under section 
751 (b) need be made. See section 736 
and § 1.736-1. 

(iii) In determining the adjusted basis 
to a distributee partner of any unreal¬ 
ized receivables, substantially appreci¬ 
ated inventory items, or any other part¬ 
nership property, any special basis 
adjustment arising under section 743 (b) 
with respect to that partner shall be 
taken into account. See section 743 (b) 
and § 1.743-1 (b). However, no special 
basis adjustment under section 732 (d) 
shall be taken into account for the pur¬ 
poses of applying section 751 (b). See 
section 732 (e). 

(iv) A partnership which distributes 
to a partner unrealized receivables or 
substantially appreciated inventory 
items in exchange for his interest in 
other partnership property, or which 
distributes other property in exchange 
for all or a part of the partner’s share of 
partnership unrealized receivables or 
substantially appreciated inventory 
items, shall submit with its return for 
the year of the distribution a statement 
showing the computation of the income, 
gain, or loss both to the partnership and 
to the distributee under the provisions 
of this paragraph. The distributee 
partner shall submit the statement re¬ 
quired under paragraph (a) (3) of this 
section. 

(c) Unrealized receivables. The term 
" unrealized receivables” as used in sub¬ 
chapter K, includes (1) any rights (con¬ 
tractual or otherwise) to payment for 
goods delivered or to be delivered, if 
such payment would be treated as re¬ 
ceived for property other than a capital 
asset, or (2) any rights arising out of 
services rendered or to be rendered. If 
such rights were previously includible 
in income under a method of accounting 
employed by the partnership, then to 
that extent their value shall not consti¬ 
tute unrealized receivables. 

(d) Inventory items which have sub¬ 
stantially appreciated in value —(1) Sub¬ 
stantial appreciation. Partnership in¬ 
ventory items shall be considered to have 
appreciated substantially in value if, at 
the time of the distribution, the total fair 
market value of all the inventory items 
of the partnership exceeds 120 percent 
of the aggregate adjusted basis for such 
property in the hands of the partner¬ 
ship (without regard to any special basis 
adjustment of any partner) and. in ad¬ 
dition, exceeds 10 percent of the fair 
market value of all partnership prop¬ 
erty other than money. The terms “in¬ 
ventory items which have appreciated 
substantially in value” or “substantially 
appreciated inventory items” refer to 
the aggregate of all partnership inven¬ 
tory items. These terms do not refer 
to specific partnership inventory items 
or to specific groups of such items. For 
example, any distribution of inventory 


items by a partnership the inventory 
items of which as a whole are substan¬ 
tially appreciated in value shall be a dis¬ 
tribution of substantially appreciated 
inventory items for the purposes of sec¬ 
tion 751 (b) even though the specific in¬ 
ventory items distributed may not be 
appreciated in value. Similarly, if the 
aggregate of partnership inventory items 
are not substantially appreciated in 
value, a distribution of specific inventory 
items, the value of which is more than 
120 percent of their adjusted basis for 
such property, will not constitute a dis¬ 
tribution of substantially appreciated 
inventory items. 

(2) Inventory items. The term “in¬ 
ventory items” as used in subchapter K 
includes the following types of property: 

(i) Stock in trade of the partnership, 
or other property of a kind which would 
properly be included in the inventory of 
the partnership if on hand at the close of 
the taxable year, or property held by 
the partnership primarily for sale to cus¬ 
tomers in the ordinary course of its trade 
or business. See section 1221 (1). 

(ii) Any other property of the partner¬ 
ship which, on sale or exchange by the 
partnership, would be considered prop¬ 
erty other than a capital asset and other 
than property described in section 1231. 

(iii) Any other property held by the 
partnership which, if held by the part¬ 
ner selling his partnership interest or 
receiving a distribution described in 
section 751 (b), would be considered 
property described in subdivisions (i) or 
(ii) above. 

(e) Examples. Application of the pro¬ 
visions of section 751 may be illustrated 
by the following examples: 

Example (1). C buys B’s interest in per¬ 
sonal service partnership AB for $15,000, 
when the balance sheet of the firm (reflect¬ 
ing a cash receipts and disbursements 
method of accounting) is as XoUows: 


ASSETS 



Ad¬ 

justed 

basis 

per 

books 

Market 

value 

Cash ..... 

$3,000 

10.000 

7,000 

0 

$3,000 

10,000 

7.000 

12,000 

Loans receivable. 

Other assets. 

Unrealized receivables. 

Total. 

20,000 

32,000 



LIABILITIES AND CAPITAL 



Per 

books 

Value 

Liabilities. 

$2,000 

9,000 

9,000 

20,000 

$2,000 

Capitol: 

A. 

lfi. 000 

B. 

15,000 

Total. 

32,000 


Section 751 (a) applies to the sale. Th© 
total amount realized by B Is $16,000, con¬ 
sisting of the cash received, $15,000. plus 
$1,000, B’s share of the partnership liabilities 
assumed by C. See section 752. B’s un¬ 
divided half interest in the partnership 
property includes a half-interest in the 
partnership’s unrealized receivables which 
are worth $12,000. Consequently, $6,000 of 
the $16,000 realized by B shall be considered 
received in exchange for B’s interest In the 
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partnership attributable to its unrealized re¬ 
ceivables (with zero basis) and shall consti¬ 
tute ordinary income to B. The remaining 
$10,000 realized by B is in exchange for a 
capital asset. B's basis for his partnership 
interest is $10,000. which includes $1,000, B’s 
share of partnership liabilities. No portion 
of this basis is attributable to B’s share of 
the unrealized receivables of the partnership 
since such property has a zero basis In the 
hands of the partnership. Thus, the entire 
$10,000 of B’s basis is attributable to his 
interest in partnership property other than 
unrealized receivables and is applied against 
the $10,000 ($16,000 minus $6,000) realized 
on the sale of his interest. Therefore. B has 
no capital gain or loss. (If B’s basis for his 
interest in partnership property, other than 
unrealized receivables, were $9,000. he would 
realize capital gain of $1,000. If his basis 
were $11,000, he would sustain a capital loss 
of $1,000.) 

Example (2). Partnership ABC makes a 
distribution to partner C in liquidation of 
his entire interest in the partnership. At 
the time of the distribution, the balance 
6heet of the partnership, which uses the 
accrual method of accounting, is as follows: 


ASSETS 



Ad¬ 

justed 

basis 

per 

books 

Market 

valuo 

Cash. 

$10,000 
15,000 
30,000 
40,000 

$10,000 
15,000 
39,000 
40,000 

Accounts receivable.... 

Inventory _ T ._ T _,_ 

Depreciable property_ 

Total..... 

95,000 

no, ooo 



LIABILITIES AND CAPITAL 



Per 

books 

Value 

f'urrent liabilities. 

$5,000 

30,000 

20,000 
20,000 
20.000 

ii ill 

Mortgages payable. 

Capital: 

A _ - ... . .. 

li. 

C. . 

Total. 

95,000 

110,000 



The distribution received by C consists of 
$10,000 cash and depreciable property with 
a fair market value of $15,000 and an adjusted 
basis to the partnership of $15,000. The 
partnership has no unrealized receivables, 
but the dual test provided in section 751 (d) 
(1) must be applied to determine whether 
the inventory items of the partnership have, 
in the aggregate, appreciated substantially in 
value. The fair market value of all partner¬ 
ship Inventory items, $39,000, exceeds by more 
than 120 percent the $30,000 adjusted basis 
of such items to the partnership. The fair 
market value of the Inventory, $39,000. also 
exceeds 10 percent of the fair market value 
of all partnership property other than money 
(10 percent of $100,000, or $10,000). There¬ 
fore, the partnership inventory items have 
substantially appreciated in value and the 
transaction is governed by section 751 (b). 
C has received partnership property (includ¬ 
ing money) other than unrealized receivables 
and substantially appreciated Inventory 
items in exchange for his interest in substan¬ 
tially appreciated inventory items. C’s share 
of the fair market value of partnership in¬ 
ventory is $13,000 (one-third of $39,000). 
Thus, $13,000 of the total amount received by 
C on the distribution is considered as realiased 
by C on the sale or exchange of inventory 
items. C’s basis for his share of partnership 
inventory items is $10,000 (one-third of 
$30,000. the basis of such inventory items to 
the partnership). C realizes $3,000 ($13,000 
minus $10,000) in ordinary income under 
No. 157-5 


section 751 (b). and the partnership (as 
constituted after C’s retirement) will increase 
the basis of its inventory by $3,000 to $13,000 
to reflect the cost of purchasing C’s share of 
inventory items. Since, under section 751 
(b), C is regarded as having sold to the 
partnership for $18,000 his share of inventory 
items with an adjusted basis to him of $10.- 
000, this portion of the distribution is treated 
as a sale or exchange of property and is not 
subject to the distribution rules provided for 
partnerships under sections 731-736, inclu¬ 
sive. Therefore, the basis of C’s partnership 
Interest must be reduced by $10,000. and 
$13,000 of the amount distributed to C by 
the partnership is regarded as an amount 
realized by C on the sale of the interest in 
inventory items. Accordingly. C’s basis for 
his partnership interest is $21,666 ($20,000. 
C's basis for his interest not taking liabilities 
into account, plus $11,666. his share of part¬ 
nership liabilities, or $31,666. reduced by 
$10,000. the basis of his Interest in inventory 
items considered as sold by C to the partner¬ 
ship). The total amount treated as a dis¬ 
tribution to C is $23,666, determined as fol¬ 
lows: $15,000. the fair market value of the 
depreciable property, plus $8,666 regarded as 
money received ($10,000 cash, plus $11,666. 
his share of partnership liabilities assumed 
by the partnership, treated as a distribution 
of money under section 752 (b), or $21,666; 
this amount is reduced by $13,000, the 
amount considered as paid by the partner¬ 
ship In purchase of C’s Interest in inventory 
items). The basis to C of the depreciable 
property received by him in the distribution 
is determined under section 732 (c). The 
basis of C’s partnership interest, $21,666. is 
decreased by $8,666 money received. This 
balance of $13,000 is the basis under section 
732 (c) of the depreciable property distribu¬ 
ted to C. (The adjusted basis of this prop¬ 
erty to the partnership had been $15,000. If 
the partnership makes or has made an elec¬ 
tion under section 754. the adjustment de¬ 
scribed in section 734 (b) shall be made, and 
the partnership will Increase the basis of the 
remaining partnership depreciable property 
by $2,000. the excess of the adjusted basis of 
the distributed depreciable property to the 
partnership immediately before the distribu¬ 
tion, $15,000. over its basis to the distributee. 
$13,000.) After the distribution to C, the 
balance sheet of the partnership appears as 
follows: 

ASSETS 



Ad- 

justed 

basis 

per 

books 

Market 

valuo 

Cash .. _____..._ 

0 

$15,000 

33,000 

27,000 

0 

$15, OCX) 
39,000 
31,000 

Accounts receivable___ 

Inventory.. .. 

Depreciable property_____ 

Total.... 

75,000 

85,000 



LIABILITIES AND CAPITAL 



Per 

books 

Value 

Current liabilities_...._ 

$5,000 

30,000 

20,000 

20,000 

ii ii 
as s’st 

Mortgages payable__........ 

Capital: 

A . 

B. 

Total. 

75,000 

85,000 



Example (3). Assume that the distribu¬ 
tion to partner C in example (2) in liquida¬ 
tion of his entire Interest in partnership 
ventory received by him, $6,500 ($19,500 
worth of partnership inventory. Since C’s 
proportionate share of the fair market value 
of partnership inventory worth $39,000 is 
$13,000. the excess of the value of the in¬ 


ventory received by him. $6,500 ($19,500 
minus $13,000) is considered as a sale by the 
partnership (as constituted after the dis¬ 
tribution) of $6,500 worth of inventory for 
C’s interest in other partnership assets. 
Since the Inventory considered sold by the 
partnership is one-sixth ($6.500/$39.000) of 
the total fair market value of partnership 
inventory, the basis attributable to such 
inventory is $5,000 (one-sixth of $30,000, the 
total partnership basis for its inventory). 
Thus, the partnership realizes $1,500 ($6,500 
minus $5,000) ordinary income on the trans¬ 
action. The basis to C of the $19,500 worth 
of inventory distributed to him is $16,500 
($10,000, C’s basis for his share of partner¬ 
ship inventory, plus $6,500. the fair market 
value of the inventory acquired from the 
partnership in exchange for C’s interest In 
other partnership property). C has realized 
a capital gain of $2,000 on the transaction, 
computed as follows: 


C received in excess of his interest in: 
Inventory items—$19,500 minus 
$13,000 (the value of his share) 

or . $6,500 

Cosh—$5,500 minus $3,333 (the 

value of his share) or_ 2.167 

Liabilities assumed by the part¬ 
nership— y 3 of $35,000 or_11,666 


Total _ 20.333 

C relinquished his interest in: 

Accounts receivable—•/, of $15,000 

or ... 5. 000 

Depreciable property—% of $40,000 

or ....13,333 


Total_18. 333 

C’s capital gain Is $20,333 minus 
$18,333 or__ 2. COO 


(f) Effective date. Section 751 applies 
to gain or loss to a seller, distributee, or 
partnership in the case of a sale, ex¬ 
change. or distribution occurring after 
March 9, 1954. For the purpose of ap¬ 
plying this paragraph in the case of a 
taxable year beginning before January 
1, 1955, a partnership or a partner may 
elect to treat as applicable any other 
section of subchapter K. Any such elec¬ 
tion shall be made by a statement sub¬ 
mitted not later than the time prescribed 
by law for the filing of the return for 
such taxable year, or submitted within 
90 days after the promulgation of the 
regulations under this section, whichever 
date is later. See section 771 (b) (3) 
and § 1.771-1 (b) (3). 

§ 1.752 Statutory provisions ; treat¬ 
ment of certain liabilities. 

Sec. 752. Treatment of certain liabilities— 
(a) Increase in partner's liabilities. Any in¬ 
crease in a partner’s share of the liabilities 
of a partnership, or any Increase in a part¬ 
ner’s individual liabilities by reason of the 
assumption by such partner of partnership 
liabilities, shall be considered as a contribu¬ 
tion of money by such partner to the part¬ 
nership. 

(b) Decrease in partner's liabilities. Any 
decrease in a partner’s share of the liabili¬ 
ties of a partnership, or any decrease in a 
partner’s individual liabilities by reason of 
the assumption by the partnership of such 
individual liabilities, shall be considered aa 
a distribution of money to the partner by 
the partnership. 

(c) Liability to which property is subject . 
For purposes of this section, a liability to 
which property is subject shall, to the extent 
of the fair market value of such property, be 
considered as a liability of the owner of 
the property. 
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(cl) Sale or exchange of an interest. In 
the case of a sale or exchange of an Interest 
in a partnership, liabilities shall be treated 
in the same manner as liabilities in connec¬ 
tion with the sale or exchange of property 
not associated with partnerships. 

§ 1.752-1 Treatment of certain lia¬ 
bilities —(a) Increase in partner's lia¬ 
bilities. (1) Where the liabilities of the 
partnership are increased, and each 
partner’s share of such liabilities is 
thereby increased, the amount of the 
increase shall be treated as a pro rata 
contribution of money by the partners 
to the partnership. For example, part¬ 
nership AB borrows $1,000. If A and B 
are equal partners, the basis of the part¬ 
nership interest of each is increased by 
$500 as though each had contributed 
this amount in cash. 

(2) Any increase in the partner’s 
individual liabilities because of the 
assumption by him of partnership 
liabilities shall also be considered as 
a contribution of money by him to the 
partnership. For example, partner A re¬ 
ceives a distribution from partnership 
AB of real property having an adjusted 
basis to the partnership of $1,000 and 
subject to a mortgage of $400. The dis¬ 
tributee partner assumes the mortgage. 
Under the provisions of sections 733 (2) 
and 732 (a) (1), the basis of A’s part¬ 
nership interest is decreased after the 
distribution in the amount of $1,000. 
However, the basis of A’s partnership 
interest is increased under sections 752 

(a) and 722 by $200, which is that por¬ 
tion of the mortgage formerly attribut¬ 
able to partner B and reflected in his 
basis and which has now been assumed 
as an individual liability by partner A. 
(The remaining $200 of the mortgage 
assumed by A was already reflected in 
the basis of his partnership interest.) 

(b) Decrease in partner's liabilities. 
(1) Where the liabilities of a partner¬ 
ship are decreased, and each partner’s 
share of such liabilities is thereby de¬ 
creased. the amount of the decrease shall 
be treated as a pro rata distribution of 
money to the partner by the partner¬ 
ship. For example, partnership AB in 
which A and B are equal partners re¬ 
pays an obligation of $10,000. The re¬ 
payment reduces each partner’s pro rata 
share of partnership liabilities by $5,000 
and is considered a distribution which 
reduces the basis of each partner’s in¬ 
terest in the partnership by that amount. 

(2) Where a partnership assumes the 
personal liabilities of a partner or a 
liability to which property ow r ned by 
such partner is subject (see paragraph 

(c) below), the amount of the decrease 
in such partner’s liabilities is treated as 
a distribution of money by the partner¬ 
ship to such partner. For example, part¬ 
ner A contributes property with a basis 
of $1,000 to partnership AB in exchange 
for a one-half interest in the partner¬ 
ship. The property is subject to a mort¬ 
gage of $150, which is assumed by the 
partnership. The basis of A’s partner¬ 
ship interest is $925, computed as fol¬ 
lows: $1,000, A’s basis for the contrib¬ 
uted property, reduced by $75, one-half 
of A’s original liability of $150 now at¬ 
tributable to B and reflected in B’s basis 
Under the provisions of paragraph (a) 


above. One-half of A’s original $150 
liability, $75, is still attributable to him 
and is reflected in the basis of the part¬ 
nership interest. 

(c) Liability to which property is sub¬ 
ject. Where property subject to a lia¬ 
bility is contributed by a partner to a 
partnership, or distributed by a partner¬ 
ship to a partner, the amount of the 
liability shall, to an extent not exceeding 
the fair market value of the property, 
be considered as a liability assumed by 
the transferee. For example, A con¬ 
tributes property with a basis to him of 
$1,000 to equal partnership AB. The 
property is subject to a mortgage of 
$2,500 and its value exceeds $2,500. Un¬ 
der paragraph (b), A will be treated as 
receiving a distribution in money of 
$1,250, one-half of the liability of $2,500 
assumed by the partnership. Since the 
basis of A’s partnership interest is $1,000 
<the basis of the property contributed 
by him) the distribution to him of $1,250 
results in a capital gain to him of $250 
under section 731 (a) and § 1.731-1 (a). 

(d) Sale or exchange of an interest . 
Where there is a sale or exchange of an 
interest in a partnership, liabilities shall 
be treated in the same manner as liabili¬ 
ties in connection with the sale or ex¬ 
change of property not associated with 
partnerships. For example, if a part¬ 
ner sells his interest in a partnership for 
$750 cash and at the same time trans¬ 
fers to the purchaser his pro rata share 
of partnership liabilities amounting to 
$250, the amount realized by the seller 
on the transaction is $1,000. 

§ 1.753 Statutory provisions; partner 
receiving income in respect of decedent. 

Sec. 753. Partner receiving income in re¬ 
spect of decedent. The amount, includible 
In the gross income of a successor in interest 
of a deceased partner under section 736 (a) 
shall be considered income in respect of a 
decedent under section 691. 

§ 1.753-1 Partner receiving income 
in respect of decedent —(a) General . 
All payments coming within the provi¬ 
sions of section 736 (a) made by a part¬ 
nership to the estate or other successor 
in interest of a deceased partner are 
considered payments of income in re¬ 
spect of the decedent under section 691. 
The estate or other successor in interest 
of a deceased partner shall be considered 
to have received income in respect of a 
decedent to the extent that amounts are 
paid by a third person in exchange for 
rights to future payments under section 
736 (a). Section 753 also applies to 
payments under section 736 (a) made to 
the estate or other successor in interest 
of a deceased partner who, at the time 
of his death, was receiving payments as 
a retiring partner under section 736 (a), 
which payments are subsequently made 
to his estate or other successor in inter¬ 
est. (See § 1.706-1 (c) (3) for income 
with respect to a decedent partner in¬ 
cluded in the distributive share of such 
partner’s estate or other successor in 
interest.) 

(b) Effective date. The provisions of 
section 753 apply only in the case of pay¬ 
ments made with respect to decedents 
dying after December 31, 1954. See sec¬ 
tion 771 (b) (4) and § 1.771 <b) (4). 


§ 1.754 Statutory provisions; manner 
of electing optional adjustment to basis 
of partnership property. 

Sec. 754. Afanner of electing optional ad¬ 
justment to basis of partnership property. 
If a partnership files an election, in accord¬ 
ance with regulations prescribed by the Sec¬ 
retary or his delegate, the basis of partner¬ 
ship property shall be adjusted, in the case 
of a distribution of property, in the manner 
provided in section 734 and, in the case of a 
transfer of a partnership interest, in the 
manner provided in section 743. Such an 
election shall apply with respect to all dis¬ 
tributions of property by the partnership 
and to all transfers of interests in the part¬ 
nership during the taxable year with respect 
to which such election was filed and all 
subsequent taxable years. Such election 
may be revoked by the partnership, subject 
to such limitations as may be provided by 
regulations prescribed by the Secretary or 
his delegate. 

§ 1.754-1 Tame and manner of mak¬ 
ing election to adjust basis of partner¬ 
ship property—{ a) In general. A part¬ 
nership may adjust the basis of partner¬ 
ship property under sections 734 (b) and 
743 (b) if it files an election in accord¬ 
ance with the rules set forth in para¬ 
graph (b) below. An election may not 
be filed to make the adjustments pro¬ 
vided in either section 734 (b) or section 
743 <b) alone, but such an election must 
apply to both sections. An election 
made under the provisions of this section 
shall apply with respect to all property 
distributions and transfers of partner¬ 
ship interests taking place in the part¬ 
nership taxable year with respect to 
which the election is made and in all 
subsequent partnership taxable years 
unless the election is revoked pursuant 
to paragraph (c) below. 

(b) Method of making election. An 
election to adjust the basis of partner¬ 
ship property under sections 734 (b) and 
743 (b) shall be made in a written state¬ 
ment filed with the district director with 
whom the returns of the partnership are 
required to be filed. The statement shall 
(1) set forth the name and address of 
the partnership making the election, (2) 
be signed by any one of the partners, 
and (3) contain a declaration that the 
partnership elects to apply the provi¬ 
sions of section 734 and section 743. The 
election shall be filed with the partner¬ 
ship return for the first taxable year to 
which the election applies. 

(c) Revocation of election. A part¬ 
nership having an election in effect un¬ 
der this section may, with the approval 
of the Commissioner, revoke such elec¬ 
tion. A partnership which wishes to re¬ 
voke such an election shall file with the 
district director for the district in which 
the partnership return is required to be 
filed an application setting forth the 
grounds on which the revocation is de¬ 
sired. The application shall be filed not 
later than 30 days after the close of the 
partnership taxable year with respect to 
which the revocation is intended to take 
effect and shall be signed by any one of 
the partners. Examples of situations 
which may be considered sufficient rea¬ 
son for approving an application for 
revocation include a change in the na¬ 
ture of the partnership business, a sub¬ 
stantial increase in the assets of the 
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partnership, a change in the character 
of partnership assets, or an increased 
frequency of retirements or shifts of 
partnership interests, so that an in¬ 
creased administrative burden would re¬ 
sult to the partnership from the election. 
However, no application for revocation 
of an election shall be approved when 
the purpose of the revocation is to avoid 
stepping down the basis of partnership 
assets upon a transfer or distribution. 

§ 1.755 Statutory provisions ; rules 
for allocation of basis. 

Sec. 755. Rules for allocation of basis —(a) 
General rule. Any increase or decrease in 
the adjusted basis of partnership property 
under section 734 (b) (relating to the op¬ 
tional adjustment to the basis of undistrib¬ 
uted partnership property) or section 743 
(b) (relating to the optional adjustment to 
the basis of partnership property in the case 
of a transfer of an interest in a partnership) 
shall, except as provided in subsection (b), 
be allocated— 

(1) In a manner which has the effect of 
reducing the difference between the fair 
market value and the adjusted basis of part¬ 
nership properties, or 

(2) In any other manner permitted by 
regulations prescribed by the Secretary or 
his delegate. 

(b) Special rule. In applying the alloca¬ 
tion rules provided in subsection (a), in¬ 
creases or decreases in the adjusted basis of 
partnership property arising from a distri¬ 
bution of, or a transfer of an interest at¬ 
tributable to. property consisting of— 

(1) Capital assets a-nd property described 
in section 1231 (b), or 

(2) Any other property of the partnership, 

shall be allocated to partnership property of 
a like character except that the basis of any 
such partnership property shall not be re¬ 
duced below zero. If, in the case of a dis¬ 
tribution, the adjustment to basis of prop¬ 
erty described in paragraph (1) or (2) is 
prevented by the absence of such property 
or by insufficient adjusted basis for such 
property, such adjustment shall be applied 
to subsequently acquired property of a like 
character in accordance with regulations 
prescribed by the Secretary or his delegate. 

§ 1.755-1 Rules for allocation of 
basis —(a) General rule. (1) (i) Where 
a partnership has filed an election under 
section 754 and § 1.754-1 to make the op¬ 
tional adjustments to basis of partner¬ 
ship property under the provisions of 
section 734 (b) (relating to the optional 
adjustment to the basis of undistributed 
partnership property) and section 743 
<b) (relating to the optional adjustment 
to the basis of partnership property 
where a partnership interest is trans¬ 
ferred) , any increase or decrease in the 
adjusted basis of the partnership prop¬ 
erty shall, except as provided in para¬ 
graph (b) of this section, be allocated to 
the basis of the properties of the part¬ 
nership (other than money) in a man¬ 
ner which will reduce the difference 
between the fair market value and the 
adjusted basis of partnership properties 
or shall be allocated in any other man¬ 
ner approved by the Commissioner 
under subparagraph (2). 

(ii) If there is an increase in basis to 
be allocated to partnership assets, the 
entire adjustment must be allocated only 
to assets whose values exceed their bases 
and in proportion to the difference be¬ 
tween the value and basis of each. 
However, no adjustment shall be made 


to any asset the adjusted basis of which 
equals or exceeds its fair market value. 

(iii) If there is a decrease in basis to 
be allocated to partnership assets, the 
entire adjustment must be allocated to 
assets whose basis exceed their values 
and in proportion to the difference be¬ 
tween the basis and value of each. How¬ 
ever, no adjustment shall be made to any 
asset, the fair market value of which 
equals or exceeds its adjusted basis. 

(iv) The application of the rule with 
respect to the allocation of an increase 
in basis under subdivision (ii) above re¬ 
quires that a portion of such adjustment 
be allocated to partnership good will, to 
the extent that such good will exists, in 
accordance with the excess of the value 
of such good will over its adjusted basis 
at the time of the transaction. 

(2) If the partnership proposes to ad¬ 
just the basis of its assets under section 
734 (b) or 743 (b) in any other manner 
than that prescribed in subparagraph 
(1), an application for permission to use 
such other method must be filed with the 
district director not later than the time 
prescribed by law for the filing of the 
partnership return for the taxable year 
in which the proposed adjustment is to 
be made. The application must describe 
the proposed adjustments in detail and 
set forth the reasons for the desired use 
of the other method. 

(b) Special rules. (1) Where there 
is a distribution of partnership property 
resulting under section 734 (b) in an 
adjustment to the basis of undistributed 
partnership property, such adjustment 
must be allocated to remaining partner¬ 
ship property of a character similar to 
that of the distributed property with re¬ 
spect to which the adjustment arose. 
For the purpose of applying this rule, 
the partnership property shall be clas¬ 
sified into two categories: (i) capital 
assets and property described in section 
1231 (b) (certain property used in the 
trade or business), or (ii) any other 
property of the partnership. Thus, when 
the adjusted basis in the hands of the 
partnership immediately prior to distri¬ 
bution of distributed capital assets and 
property described in section 1231 (b) 
exceeds the basis of such property to the 
distributee partner, as determined under 
section 732, the basis of the undistrib¬ 
uted capital assets and property de¬ 
scribed in section 1231 (b) remaining in 
the partnership shall be increased by an 
amount equal to such excess. Con¬ 
versely, when the basis to the distributee 
partner, as determined under section 
732, of distributed capital assets and 
property described in section 1231 (b) 
exceeds the adjusted basis of such prop¬ 
erty in the hands of the partnership 
immediately prior to the distribution, the 
basis of the undistributed capital assets 
and property described in section 1231 
(b) remaining in the partnership shall 
be decreased by an amount equal to such 
excess. Similarly, where there is a dis¬ 
tribution of partnership property other 
than capital assets and property de¬ 
scribed in section 1231 (b), and the basis 
of such property to the distributee part¬ 
ner, as determined under section 732, is 
not the same as the adjusted basis of 
such property in the hands of the part¬ 


nership immediately prior to distribu¬ 
tion. the adjustment shall be made only 
to undistributed prpperty of the same 
category remaining in the partnership. 

(2) Where there is a basis adjustment 
under section 743 (b) arising from a 
transfer of an interest in a partnership 
by sale or exchange or upon the death 
of a partner, the amount of the adjust¬ 
ment shall be allocated to the same cate¬ 
gory of property (see subparagraph (1) 
above) as that with respect to which the 
basis adjustment arose. Thus, to the 
extent that an amount paid by a pur¬ 
chaser of a partnership interest (or the 
basis of the partnership interest to the 
estate or other successor in interest of 
a deceased partner) is attributable to the 
value of capital assets and property de¬ 
scribed in section 1231 (b), any difference 
between the amount so attributable and 
the transferee partner’s proportionate 
share of the partnership basis of such 
property shall constitute a special basis 
adjustment with respect to partnership 
capital assets and property described in 
section 1231 (b), which is to be allocated 
in accordance with the rules stated in 
this section. Similarly, any such differ¬ 
ence attributable to any other property 
of the partnership shall constitute a 
special basis adjustment with respect to 
such property and is to be allocated to 
such other property in accordance with 
the rules stated in this section. 

(3) Where a decrease in the basis of 
partnership assets is required and the 
amount of the decrease exceeds the ad¬ 
justed basis to the partnership of prop¬ 
erty of the required character, the basis 
of such property shall be reduced to zero 
(but not below zero) and the balance of 
the decrease in basis shall be made when 
the partnership subsequently acquires 
property of a like character to which an 
adjustment can be made. 

(4) Where, in the case of a distribu¬ 
tion, an increase or decrease required 
under paragraph (a) in the basis of un¬ 
distributed partnership property cannot 
be made because the partnership owns 
no property of the character required to 
be adjusted, or because of insufficient 
adjusted basis for such property, the 
adjustment shall be made when the 
partnership subsequently acquires prop¬ 
erty of a like character to which an 
adjustment can be made. 

(c> Examples. The provisions of this 
section may be illustrated by the follow¬ 
ing examples: 

Example ( 1 ). Assume that partnership 
ABC has three assets: X. a capital asset with 
an adjusted basis of $1,000 and a lair market 
value of $1,500; Y. a depreciable asset with 
an adjusted basis of $1,000 and a value of 
$900; and Z, Inventory Items with an ad¬ 
justed basis of $700 and a value of $600. 
A sells his interest to D (when an election 
under 754 is in effect) for $1,000 ( y z of $3,000, 
the total fair market value of partnership 
assets). D*s proportionate share of the ad¬ 
justed basis of partnership property is $900 
(V& of $2,700). Therefore. D has a special 
basis adjustment of $100 ($1,000 minus $900). 
This adjustment is to be allocated entirely 
to property X, since such allocation has the 
effect of reducing the difference between the 
value and basis of such asset. Therefore. 
D has a special basis adjustment of $100 
with respect to property X. which now has 
a special basis to him of $1,100. No part of 
the adjustment is made to depreciable prop- 
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erty Y or inventory items Z, since any such 
adjustment would Increase the difference 
between the basis and value of each such 
asset. • 

Example (2). Assume the same facts as in 
example (1) except that capital asset X has 
a fair market value of $1,500, depreciable 
property Y has a fair market value of $1,100, 
and inventory items Z have a fair market 
value of only $400. Therefore, D has a special 
basis adjustment of $100. the excess of D’s 
basis for his Interest in the partnership 
($1,000) over his proportionate share of the 
adjusted basis of partnership property 
($900). This $100 adjustment is allocated 
entirely to capital asset X and depreciable 
property Y in proportion to the difference 
between the value and basis of each, since 
6uch allocation has the effect of reducing 
the difference between the value and basis 
of each such asset. Therefore. D has a special 
basis adjustment of $83 ($500/$600 of $100) 
with respect to capital asset X, which now 
has a special basis to him of $1,083. and of 
$17 ($100/$600 of $100) with respect to de¬ 
preciable property Y, which now has a special 
basis to him of $1,017. No part of the ad¬ 
justment is made to inventory items Z, since 
any such adjustment would increase the 
difference between the basis of such asset 
and its value. 

DEFINITIONS 

§ 1.761 Statutory provisions; terms 
defined. 

Sec. 781. Terms defined —(a) Partnership. 
For purposes of this subtitle, the term 
••partnership** includes a syndicate, group, 
pool, joint venture, or other unincorporated 
organization through or by means of which 
any business, financial operation, or venture 
is carried on, and which is not, within the 
meaning of this title, a corporation or a trust 
or estate. Under regulations the Secretary 
or his delegate may. at the election of all the 
members of an unincorporated organization, 
exclude such organization from the appli¬ 
cation of all or part of this subchapter, if it 
is availed of— 

(1) For investment purposes only and not 
for the active conduct of a business, or 

(2) For the Joint production, extraction, or 
use of property, but not for the purpose of 
selling services or property produced or ex¬ 
tracted, 

If the Income of the members of the organi¬ 
zation may be adequately determined with¬ 
out the computation of partnership taxable 
Income. 

(b) Partner. For purposes of this sub¬ 
title. the term "partner" means a member 
of a partnership. 

(c) Partnership agreement. For purposes 
of this subchaptcr, a partnership agreement 
includes any modifications of the partner¬ 
ship agreement made prior to. or at, the time 
prescribed by law for the filing of the part¬ 
nership return for the taxable year (not in¬ 
cluding extensions) which are agreed to by 
all the partners, or which are adopted in 
such other manner as may be provided by 
the partnership agreement. 

(d) Liquidation of a partner's interest. 
For purposes of this subchapter, the term 
“liquidation of a partner’s interest" means 
the termination of a partner’s entire inter¬ 
est in a partnership by means of a distribu¬ 
tion. or a series of distributions, to the 
partner by the partnership. 

§ 1.761-1 Terms defined —(a) Part¬ 
nership. The term “partnership’* in¬ 
cludes a syndicate, group, pool, joint 
venture, or other unincorporated organ¬ 
ization through or by means of which 
any business, financial operation, or 
venture is carried on, and which is not 
a corporation or a trust or estate within 
the meaning of the Internal Revenue 
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Code of 1954. The term “partnership*’ 
is broader in scope than the common law 
meaning of partnership, and may in¬ 
clude groups not commonly called part¬ 
nerships. See section 7701 (a) (2). 

(b) Exclusion of certain partnerships 
from provisions of subchapter K —(1) 
7n general. Under the conditions set 
forth in this paragraph, an unincorpo¬ 
rated organization may be excluded 
from the application of all or a part of 
the provisions of subchapter K. Such 
organization must be availed of (i) for 
investment purposes only and not for 
the active conduct of a business, or (ii) 
for the joint production, extraction, or 
use of property, but not for the purpose 
of selling services or property produced 
or extracted. The members of such 
organization must be able to compute 
their income without the necessity of 
computing partnership taxable income. 
Any syndicate, group, pool, or joint ven¬ 
ture with centralized control or manage¬ 
ment which is classifiable as an associa¬ 
tion or any group operating under an 
agreement which creates an organiza¬ 
tion classifiable as an association does 
not fall within these provisions. 

(2) Investing partnership, (i) Where 
the joint purchase, retention, sale, or 
exchange of investment property is un¬ 
dertaken in accordance with an agree¬ 
ment entered into after December 31, 
1954, and the participants therein— 

(a) Retain ownership thereof as co¬ 
owners whether in fee or under other 
form of contract, and 

( b ) As co-owners each reserves the 
right individually to take or dispose of 
his share of any property acquired or 
retained, and 

(c) By such agreement do not propose 
the active conduct of business for joint 
profit, nor irrevocably authorize some 
person or persons acting in a representa¬ 
tive capacity to purchase, sell, or ex¬ 
change such investment property, al¬ 
though each separate participant may 
delegate authority to purchase, sell, or 
exchange his share of any such invest¬ 
ment property for the time being for 
his account but not for a period of more 
than a year, then 

such group is considered to be a partner¬ 
ship which may avail itself of the elec¬ 
tion to be excluded from the application 
of all or part of the provisions of sub¬ 
chapter K. This election may not be 
made unless each participant in the 
agreement may adequately determine his 
income with respect to his undivided 
interest without the computation of 
partnership taxable income. The elec¬ 
tion to be excluded, specifying those 
provisions of subchapter K from which 
exclusion is desired, must be included 
as part of the agreement, and a copy 
of such agreement must be attached to 
the first partnership return required to 
be filed by such organization. Such ex¬ 
clusion shall be effective to the extent 
approved by the Commissioner. 

(ii) A qualified partnership return on 
Form 1065 shall be filed in the district 
in which a numerical majority of the 
participants in such agreement reside. 
Such return shall be filed for the first 
taxable year in which any activity occurs 
with respect to such agreement and for 


each taxable year thereafter. The re¬ 
turn shall contain a statement showing 
the names and addresses of the co¬ 
owners, and the percentage of each co¬ 
owner’s interest in the co-ownership, 
total costs and expenses billed each co¬ 
owner with respect to the purchase, cus¬ 
tody, sale, or exchange of investment 
property, and the total revenue credited 
in any case where revenue was dis¬ 
tributed to the co-owners (by way of 
credit or cash) from the sale or other 
disposition of any co-owner’s share of 
investment property. 

(3) Mineral operating agreements. 
(i) Where the joint production, extrac¬ 
tion, or use of property is undertaken in 
accordance with the provisions of a joint 
operating agreement entered into after 
December 31, 1955, and the participants 
therein— 

(a) Retain ownership thereof as co¬ 
owners whether in fee or under a lease or 
other form of contract granting exclu¬ 
sive operating rights, and 

(b) As co-owners each reserves the 
right to take his share of any property 
produced in kind, and 

(c) By such agreement do not provide 
for engaging in cycling, manufacturing, 
or processing operations for persons not 
members of such operating agreement 
and do not provide for the selling of 
services or property produced or ex¬ 
tracted, although each separate partici¬ 
pant may delegate authority to sell his 
share of minerals produced or extracted 
for the time being for his account but 
not for a period of time in excess of the 
minimum needs of the industry and in no 
event for more than one year, then 

such group, if not taxable as a corpora¬ 
tion or trust, is considered to be a part¬ 
nership which may avail itself of the 
election to be excluded from the appli¬ 
cation of all or part of the provisions of 
subchapter K. This election may not 
be made unless each participant in the 
operating agreement may adequately de¬ 
termine his income with respect to his 
undivided interest without the computa¬ 
tion of partnership taxable income. The 
election to be excluded, specifying those 
provisions of subchapter K from which 
exclusion is desired, must be included as 
part of the operating agreement, and a 
copy of such agreement must be at¬ 
tached to the first partnership return 
required to be filed by such organization. 
Such exclusion shall be effective to the 
extent approved by the Commissioner. 

(ii) Where working interests in natu¬ 
ral resources deposits are operated under 
an agreement entered into prior to 
January 1, 1956, and the participants— 

(a) Retain ownership thereof as co¬ 
owners whether in fee or under a lease 
or other form of contract granting ex¬ 
clusive operating rights, and 

(b) As co-owners each reserves the 
right to take his share of the product in 
kind, though he delegates authority to 
sell his share of production for the time 
being for his account, but not for a pe¬ 
riod of time in excess of the minimum 
needs of the industry and in no event for 
more than one year, then 

for purposes of subtitle A such partici¬ 
pants shall be considered as agreeing to 
separate accounting as individuals, and 






Friday, August 12, 1955 

the election under section 761 (a) with 
respect to the exclusion of partnerships 
from the application of all or part of 
subchapter K is not available unless the 
operating agreement is revised so that 
the value of minerals produced is estab¬ 
lished and accounted for as gross income 
of the partnership. 

(iii) In the case of any joint operat¬ 
ing agreement referred to in this sub- 
paragraph. a qualified partnership re¬ 
turn on Form 1065 shall be filed by the 
operating co-owner under the operat¬ 
ing co-owner's name for the first tax¬ 
able year in which any activity occurs 
under the operating agreement, and for 
each taxable year thereafter. This qual¬ 
ified partnership return shall show the 
following information: a schedule show¬ 
ing the total working interest, names 
and addresses of the co-owners, the per¬ 
centage of each co-owner's interest in 
the co-ownership, total costs and ex¬ 
penses billed each co-owner with respect 
to drilling for and producing the min¬ 
eral. and the total revenue credited in 
those cases where the operating co¬ 
owner distributed revenue to the other 
co-owners (by way of credit or cash) 
from the sale or other disposition of 
such co-owners' share of production. 

<c> Partner. The term "partner" 
means member of a partnership. 

<d) Partnership agreement. For the 
purposes of subchapter K, a partnership 
agreement will be considered to include 
any oral or written modification of the 
original agreement if such modification 
has been agreed to by all the partners 
or adopted in any other manner pro¬ 
vided by the partnership agreement. A 
partnership agreement may be modified 
with respect to a particular taxable year 
subsequent to the close of such taxable 
year, but not later than the date (not 
including any extension of time) pre¬ 
scribed by law for the filing of the part¬ 
nership return. 

<e) Liquidation of partner's interest. 
The term "liquidation of a partner’s in¬ 
terest" means the termination of a part¬ 
ner’s entire interest in a partnership by 
means of a distribution, or a series of 
distributions, to the partner by the part¬ 
nership. A series of distributions will 
come within the meaning of this term 
whether they are made in one year or in 
more than one year. Where a partner’s 
interest is to be liquidated by a series of 
distributions, the interest will not be 
considered as liquidated until the final 
distribution has been made. For the 
basis of property distributed in one liq¬ 
uidating distribution, or in a series of 
distributions in liquidation, see section 
732 (b) and § 1.732-1 (b). 

EFFECTIVE DATE FOR SUBCHAPTER 

§ 1.771 Statutory provisions, effective 

date. 

Rbc. 771. Effective date —(a) General 
rule—(i) Taxable years beginning after 
December 31, 1954. Except as provided in 
subsection (b). this subchapter shaU apply 

with respect to — 

(A) Any partnership taxable year begin¬ 
ning after December 31. 1954, and 
f m?) Any part of a Partner’s taxable year 
ailing within such partnership taxable year. 

(2) Application of prior provisions. Ex- 
ept ^ Provided in subsection (b). sections 
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113 (a) (13). 181 to 191 (inclusive), and 
3797 (a) (2) of the Internal Revenue Code 
of 1939 shall apply with respect to— 

(A) Any partnership taxable year begin¬ 
ning before January 1, 1955, and 

(B) Any part of a partner’s taxable year 
falling within such partnership taxable year. 

(b) Special rules —(1) Adoption of far- 
able year. Section 706 (b) (relating to the 
adoption of a taxable year by a partnership 
or partner) shaU apply to— 

(A) Any partnership which adopts, or 
changes to. a taxable year beginning after 
April 1. 1954, and 

(B) Any partner who changes to a taxable 
year beginning after April 1, 1954. 

For the purpose of applying this paragraph, 
section 708 (relating to the continuation of 
a partnership) shall be effective for taxable 
years beginning after April 1, 1954. 

(2) Property distributed by a partnership. 
Section 735 (a) (relating to the character of 
gain or loss on the .disposition of property 
distributed by a partnership) shall apply 
only to property distributed by a partnership 
after March 9, 1954. 

(3) Unrealized receivables and inventory 
items. Section 751 (relating to unrealized 
receivables and inventory items) shall apply 
with respect to gain or loss to a seUer, dis¬ 
tributee, or partnership In the case of a sale, 
exchange, or distribution occurring after 
March 9. 1954. For the purpose of applying 
this paragraph in the case of a taxable year 
beginning before January 1, 1955, the other 
sections of this subchapter shall be ap¬ 
plicable to the extent provided by regula¬ 
tions prescribed by the Secretary or his 
delegate. 

(4) Partner receiving income in respect of 
decedent. Section 753 (relating to income 
in respect of a decedent) shall apply only 
In the case of payments made with respect 
to decedents dying after December 31, 1954. 

(c) Optional treatment of certain distri¬ 
butions. In the case of a partnership tax¬ 
able year beginning after December 31, 1953, 
and before January 1, 1955, a partnership 
may elect, under regulations prescribed by 
the Secretary or his delegate, with respect 
to distributions made during such year to 
any partner, other than In liquidation of 
the partner’s Interest, to apply the rules in 
sections 731, 732 (a), (c), and (e). 733, 735, 
and 751 (b). (c), and (d) (and. to the extent 
applicable, the rules provided in sections 
705, 752, and 761 (d)). If a partnership so 
elects, such rules shall be effective for the 
partnership and all members of such part¬ 
nership with respect to such distributions. 

§ 1.771-1 Effective date —(a) General 
rule. Except as provided in paragraph 
(b) or (c) of this section, the provisions 
of subchapter K shall apply to any tax¬ 
able year of a partnership beginning 
after December 31, 1954, and to any part 
of a partner’s taxable year falling within 
such partnership taxable year. The 
provisions of the Internal Revenue Code 
of 1939 relating to partnerships shall ap¬ 
ply to any taxable year of a partnership 
beginning before January 1. 1955. and to 
any part of a partner’s taxable year fall¬ 
ing within such partnership taxable 
year. If a partnership and the partners 
are on different taxable years, subchap¬ 
ter K shall become effective at the same 
time both for the partnership and for 
the partners. 

(b) Special rules. Certain provisions 
of section 771 apply after specific dates 
in 1954, as follows: 

(1) Adoption of taxable year. Section 
706 (b) (relating to the adoption of tax¬ 
able years by partners and partner¬ 
ships), shall apply to any partnership 
which adopts or changes to, and any 
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partner who changes to, a taxable year 
beginning on or after April 2. 1954. For 
the purpose of applying this subpara¬ 
graph the rules of section 708 (relating 
to the continuation of partnerships) 
shall apply. For example, if two or more 
partnerships merge after April 1, 1954. 
and the new partnership uses the tax¬ 
able year of the partnership of which it 
is deemed to be the successor under sec¬ 
tion 708 (b) (2) (A), it will not need 
prior approval to continue to use such 
taxable year even though such year may 
be different from the taxable years of 
the partners. Such a partnership Is not 
"adopting" or "changing" its taxable 
year. 

(2) Property distributed by a partner¬ 
ship. Section 735 (a), relating to the 
character of gain or loss on disposition 
of property distributed by a partnership 
to a partner, shall apply only to prop¬ 
erty distributed after March 9.1954. Al¬ 
though a partnership whose taxable year 
begins before January I, 1955, generally 
will be subject to the provisions of the 
Internal Revenue Code of 1939, any un¬ 
realized receivables or inventory item 
distributed by any such partnership after 
March 9, 1954, will be subject to the pro¬ 
visions of section 735 (a), and the gain 
or loss on the subsequent disposition of 
such property will be ordinary gain or 
loss rather than capital gain or loss. 
In the case of property distributed before 
March 10. 1954, section 735 (a) will not 
apply, even though the property is dis¬ 
posed of by the distributee partner after 
that date. 

(3) Unrealized receivables and inven¬ 
tory items. Section 751 (providing for 
the realization of ordinary income on 
certain transfers or distributions of un¬ 
realized receivables or substantially ap¬ 
preciated inventory itewis) shall be ap¬ 
plicable to any such transfer occurring 
after March 9, 1954. For the purpose of 
applying section 751 in the case of a tax¬ 
able year beginning before January 1. 
1955, a partnership or partner may elect 
to treat as applicable any other section 
of subchapter K. See § 1.751-1 (f). 

(4) Partner receiving income in respect 
of decedent. Section 753, which pro¬ 
vides that the amount includible in the 
gross income of a successor in interest of 
a deceased partner under section 736 (a) 
shall be considered income in respect of 
a decedent under section 691. shall apply 
only in the case of payments made with 
respect to decedents dying after Decem¬ 
ber 31, 1954. 

(c) Optional treatment of certain dis¬ 
tributions. (1) For a partnership tax¬ 
able year beginning after December 31. 
1953, and before January 1, 1955. a 
partnership may elect to apply the rules 
of certain sections of subchapter K with 
respect to current distributions made by 
the partnership in such year. These sec¬ 
tions are 731, 732 (a), (c), and (e). 733, 
735, and 751 (b), (c), and <d). If an 
election is made, it shall apply to the 
partnership and all its members for all 
current distributions made by the part¬ 
nership during the taxable year. Such 
distributions shall also be subject to the 
rules of sections 705 (relating to deter¬ 
mination of basis of a partner’s inter¬ 
est), 752 (relating to treatment of cer¬ 
tain Uabilities), and 761 (d) (relating to 
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the definition of liquidation of a part¬ 
ner’s interest), to the extent that such 
sections apply to current distributions. 

<2) An election under this paragraph 
shall be made by a statement filed with 
the partnership return for the taxable 
year to which such election applies, or 
filed within 90 days after the promulga¬ 
tion of the regulations under section 
771, whichever date is later. The state¬ 
ment shall be signed by all members of 
the partnership and the election once 
made shall be binding on the partner¬ 
ship and on all of its members. 

IP. R. Doc. 55—6574; Piled, Aug. 11, 1955; 

8:48 a. m.J 


DEPARTMENT OF LABOR 

Wage and Hour Division 

[29 CFR Parts 655, 657, 671, 673, 
696, 698, 706 1 

Various Industries in Puerto Rico 

NOTICE OF PUBLIC HEARING 

In conformity with sections 5 and 8 of 
the Fair Labor Standards Act of 1938, 
notice is hereby given to all interested 
persons that consecutive public hearings 
will be held beginning on August 29, 
1955, at 10:00 a. m., in Room 412, New 
York Department Store Building, Stop 
16 Vfe, Ponce de Leon Avenue, Santurce, 
Puerto Rico, for the purpose of hearing 
such witnesses and receiving such evi¬ 
dence as may be necessary or appropri¬ 
ate to enable Special Industry Commit¬ 
tees Nos. 17-A, 17-B, 17-C, 17-D. and 
17-E for Puerto Rico to perform their 
duties and functions under this Act. 

Special Industry Committees Nos. 
17-A, 17-B, 17-C, 17-D, and 17-E for 
Puerto Rico were created by Adminis¬ 
trative Order No. 443, as amended by 
Administrative Order No. 445, published 
in the Federal Register on June 10, 
1955, and June 28,1955, respectively, and 
have conducted hearings in Puerto Rico 
pursuant to notice published in the 
June 30, 1955, issue of the Federal Reg¬ 
ister (20 F. R. 4657). These additional 
hearings are hereby noticed in view of 
the changed procedure contemplated by 
the Fair Labor Standards Amendments 
of 1955 which have been enacted by the 
Congress and which may be approved by 
the President. 

In accordance with the provisions of 
the Fair Labor Standards Act of 1938 
and the regulations promulgated there¬ 
under, the Committees are charged with 
the duty of investigating conditions in 
the following industries in Puerto Rico, 
as defined in said Administrative Or¬ 
ders: Special Industry Committee No. 
17-A—Silk, Rayon, and Nylon Under¬ 
wear Division, and the Miscellaneous 
Division of the Needlework and Fabri¬ 
cated Textile Products Industry; Special 
Industry Committee No. 17-B—Alcoholic 
Beverage and Industrial Alcohol Indus¬ 
try: Special Industry Committee No. 
17-C—Food and Related Products In¬ 
dustries; Special Industry Committee 
No. 17-D—Tobacco Industry: and Spe¬ 
cial Industry Committee No. 17-E— 
Telephone Division, the Radio and Tele¬ 


vision Broadcasting Division, and the 
Gas Utility Division of the Communica¬ 
tions, Utilities, and Miscellaneous Trans¬ 
portation Industries. These Commit- 


These proceedings have been held 
pursuant to a notice and statute which 
contemplate that a further public hear¬ 
ing will be held to determine whether the 
minimum wage recommendations of the 
Committees should be approved or dis¬ 
approved. If and when the Fair Labor 
Standards. Amendments of 1955 become 
law, this procedure will be changed so 
the Secretary of Labor, without further 
hearing, will give effect to Industry Com¬ 
mittee recommendations. The purpose 
of the hearings hereby noticed is to 
adapt the proceedings heretofore held 
to the requirements of the new enact¬ 
ment. Though the question whether the 
Amendments will become law will be set¬ 
tled prior to August 29, 1955, notice is 
issued at this time to give interested 
parties a greater opportunity to prepare. 
If the amendments do not become law, 
a notice will be issued cancelling these 
further hearings. 

At the hearings hereby scheduled each 
committee will take official notice of the 
investigations, the testimony and other 
evidence theretofore received and con¬ 
sidered by it. Transcripts of the public 
hearings of Committees Nos. 17-A and 
17-B and the exhibits introduced at all 
the hearings are presently available for 
inspection, and transcripts of the public 
hearings of Committees Nos. 17-C, 17-D, 
and 17-E will be made available for in¬ 
spection as soon as possible before August 
29,1955 at the Office of the Administrator 
of the Wage and Hour Division, United 
States Department of Labor, Washington 
25, D. C., and at the office of the Terri¬ 
torial Director of the Wage and Hour 
Division, 412 New York Department Store 
Building, Stop 16^ Ponce de Leon Ave¬ 
nue, Santurce 29, Puerto Rico. A limited 
number of copies of the transcripts will 
also be available for distribution to in¬ 
terested parties on a showing of substan¬ 
tial need therefor. 

Each Committee will, as a result of its 
public hearing hereby noticed, file with 
the Secretary of Labor a report contain¬ 
ing its findings of fact and recommenda¬ 
tions with respect to the matter referred 
to it These findings of fact and recom¬ 
mendations will specify minimum wage 
rates for all employees in Puerto Rico in 
the industries mentioned above who are 


tees have conducted investigations, and 
have held public hearings. They have 
tentatively decided to recommend the 
following wage rates: 


“engaged in commerce or in the produc¬ 
tion of goods for commerce”, within the 
meaning of said Act, and who are en¬ 
titled to its minimum wage benefits. 
These will be the highest rates, not in 
excess of 75 cents per hour, which, hav¬ 
ing due regard to economic and competi¬ 
tive conditions, will not substantially 
curtail employment in such industries 
and will not give any industry in Puerto 
Rico a competitive advantage over any 
industry in the United States outside of 
Puerto Rico. 

Any person who, in the opinion of a 
Committee, or its duly authorized sub¬ 
committee, has a substantial interest in 
the proceeding and is prepared to present 
evidence pertinent to the questions under 
consideration will be afforded an oppor¬ 
tunity to be heard. Each person who 
desires to participate in the hearings 
hereby noticed must file a notice of ap¬ 
pearance, and may file written state¬ 
ments or briefs for the consideration of 
the Committees not later than August 
26, 1955. The notice published in the 
Federal Register on June 4, 1955, con¬ 
tains illustrations of the types of infor¬ 
mation which the Committees are inter¬ 
ested in receiving. Eight copies of such 
statements or briefs should be filed with 
the office of the Territorial Director of 
the Wage and Hour Division, Post Office 
Box 9061, Santurce 29, Puerto Rico. 
Written statements or briefs containing 
factual data submitted by persons who 
cannot appear personally will be con¬ 
sidered by the Committees provided that 
such statements or briefs are sworn. 

With the approval of a majority of au 
members of each of the Committees, and 
pursuant to 29 CFR 511.11, Jaime 
Benitez, Chairman of Special Industry 
Committees Nos. 17-A, 17-B, 17-C. 

17-D, and 17-E, has requested the Office 
of the Administrator to insert in the 
Federal Register and to make public by 
a general press release this notice of the 
time, place, and scope of such hearings. 

Signed at Washington, D. C., this 9th 
day of August 1955. 

Stuart Rothman, 
Solicitor o / Labor. 

IF. R. Doc. 55-6586; Filed. Aug. H, 1955; 

8:50 a. m.J 


Committee 

Industry 

Recommen¬ 

dations 

Present 

fate 

17 -A _ 

Needlework and Fabricated Textile Products: 

Cents 

Cents 


Silk, Rayon, and Nylon Underwear Division: 


Hand-sewing operations__-—---— 


21 


Other operations.—------ 

48 

34 

17-D.. 

General Division.. 

Alcoholic Beverage and Industrial Alcohol Industry: 

45 

45,21,30 

Mult Bcvcruce Division--....-.--- 

75 

42J4 t 53 

17-C... 

General Division-------- 

Food and Related Products Industry: 

75 

ftO 

Citron Brining Division--—---- 

General Division....—---- 

Tobacco Industry: - . . . . 

Filler Tobacco Processing Division (except machine chopping and 

40 

an 

17-D. 

45 

30,35,42}* 


related operations)...—- 

38 

31 

17-E. 

General Division..... 

Communications, Utilities, and Miscellaneous Transportation Indus¬ 
tries: 

50 

31,35,30 


Gas Utility Division.—. 

75 

05 


Radio Broadcasting Division..-. 

A5 

55 


Telephone Division..... 

75 

70 

55 


Television Broadcasting Division....... 

75 
































Friday, August 12, 1955 


FEDERAL REGISTER 

NOTICES 


5SS3 


department of the interior 

Bureau of Land Management 

Nevada 

notice of proposed withdrawal and 

RESERVATION OF LANDS 

The Department of the Navy, District 
Public Works Office, 12th Naval District, 
San Bruno, California, has filed an ap¬ 
plication, Serial No. Nevada 040230, for 
the withdrawal of the lands described 
below, from all forms of appropriation 
and use including grazing, mineral leas¬ 
ing and mining locations. The appli¬ 
cant desires the land for training air¬ 
craft in air to air gunnery. 

For a period of 30 days from the date 
of publication of this notice, persons 
having cause may present their objec¬ 
tions in writing to the undersigned offi¬ 
cial of the Bureau of Land Management, 
Department of the Interior, at P. O. Box 
1551. Reno, Nevada. 

If circumstances warrant it, a public 
hearing will be held at a convenient time 
and place, which will be announced. 

The determination of the Secretary 
on the application will be published in 
the Federal Register. A separate no¬ 
tice will be sent to each interested party 
of record. 

The lands involved in the application 

are: 

Beginning at the corner of Secs. 13, 18, 19 
and 24 of Ts. 33 N.. Re. 23 and 24 E.. thence 
westerly 6 miles more or less along the line 
between Secs. 13 and 24, 14 and 23, 15 and 
22. 16 and 21. 17 and 20, 18 and 19 to the 
corner of Secs. 18 and 19 on the west 
boundary of T. 33 N.. R. 23 E. 

Thence northerly 9 miles more or less 
along the line between Ts. 33 and 34 N., Rs. 
22 and 23 E., to the corner of TS. 34 and 
35 N., Rs. 22 and 23 E. 

Thence westerly 6 miles more or less be¬ 
tween Ts. 34 and 35 N.. R. 22 E.. to the clos¬ 
ing corner of Ts. 34 and 35 N., R. 22 E., on 
the east boundary of T. 35 N., R. 21 E. 

Thence northerly 6 miles more or less along 
the line between Ts. 35 N.. Rs. 21 and 22 E.. 
to the closing corner of Ts. 35 N., Rs. 21 and 
22 E., on the 7th Standard Parallel North. 

Thence westerly 4 miles more or less, along 
the 7th Standard Parallel north to the stand¬ 
ard corner of Secs. 33 and 34. T. j36 N., R. 21 E. 

Thence northerly 6 miles more or less 
along the line between Secs. 33 and 34, 27 
and 28. 21 and 22. 15 and 16. 9 and 10, 3 and 4, 
to the corner of Secs. 3, 4, 33 and 34, Ts. 36 
and 37 N.. R. 21 E. 

Thence westerly 3 miles more or less along 
the line between Ts. 36 and 37 N.. R. 21 E.. 
to the corner of Ts. 36 and 37 N., Rs. 20 and 

21 E. 

., northerly 6 miles more or less along 

the line between Ts. 37 N., Rs. 20 and 21 E., to 
theccjrner G f Ts. 37 and 38 N., Rs. 20 and 21 E. 

Thence westerly 6 miles more or less along 
the line between Ts. 37 and 38 N., R. 20 E., 
to the corner of Ts. 37 and 38 N., R. 20 E., 
on the east boundary of T. 37 N.. R. 19 E. 
th T ^ nce nor therly 6 miles more or less along 
ine line between Rs. 19 and 20 E.. to the 
corner of Ts. 38 and 39 N.. R. 19 E.. on the 
west boundary of T. 39 N.. R. 20 E. 

Thence westerly 6 miles more or less along 
cne line between Ts. 38 and 39 N., R. 19 E., 


to the corner of Ts. 38 and 39 N., Rs. 18 and 
19 E. 

Thence northerly 8*/4 miles more or less 
along the line between Ts. 39 N., Rs. 18 and 
19 E.. to the closing corner of Ts. 39 N., Rs. 18 
and 19 E., on the south, boundary of T. 40 N., 
R. 18 E. 

Thence easterly 7 miles more or less along 
the south boundary of Ts. 40 N., Rs. 18 and 

19 E., to the corner of Ts. 40 N., Rs. 19 and 

20 E. 

Thence northerly 6 miles more or less 
along the line between Ts. 40 N.. Rs. 19 and 
20 E.. to the corner of Ts. 40 N., Rs. 19 and 

20 E., on the south boundary of T. 41 N., 
R. 20 E. 

Thence easterly 5*4 miles more or less 
along the 8th Standard Parallel north to the 
standard corner of Ts. 41 N., Rs. 20 and 21 E. 

Thence northerly 6 miles more or less 
along the line between TS. 41 N.. Rs. 20 and 

21 E. to the corner of Ts. 41 and 42 N., Rs. 
20 and 21 E. 

Thence easterly 6 miles more or less along 
the line between Ts. 41 and 42 N., R. 21 E. 
to the corner of Ts. 41 and 42 N., Rs. 21 and 

22 E. 

Thence northerly 3 miles more or less 
along the line between Ts. 42 N., Rs. 21 and 
22 E.. to the corner of Secs. 13, 18, 19 and 24, 
Ts. 42 N.. Rs. 21 and 22 E. 

Thence easterly 6 miles more or less along 
the line between Secs. 18 and 19, 17 and 20, 
16 and 21. 15 and 22. 14 and 23. 13 and 24, 
to the corner of Secs. 13, 18, 19, and 24, Ts. 

42 N.. Rs. 22 and 23 E. 

Thence northerly 3 miles more or less 
between Ts. 42 N., Rs. 22 and 23 E.. to the 
corner of Ts. 42 and 43 N., Rs. 22 and 23 E. 

Thence easterly 6 miles more or less along 
the line between Ts. 42 and 43 N., R. 23 E., 
to the SE corner of T. 43 N., R. 23 E. 

Thence southerly 11.18 chains more or less 
to the SW corner of T. 43 N., R. 24 E. 

Thence easterly 7*4 miles more or less 
along the south boundary of Ts. 43 N.. Rs. 
24 and 24*4 E.. to the corner of Ts. 42 and 

43 N., R. 24*4 E., on the west boundary of 
T. 42 N.. R. 25 E. 

Thence northerly 12.67 chains more or less 
to the corner of Ts. 42 and 43 N., R. 25 E., 
on the east boundary of T. 43 N., R. 24*4 E. 

Thence easterly 6 miles more or less along 
the line between Ts. 42 and 43 N., R. 25 E. 
to the corner of Ts. 42 and 43 N.. R. 25 E. 
on the west boundary of T. 42 N., R. 26 E. 

Thence northerly 1.13 chains more or less 
along the line between Rs. 25 and 26 E., to 
the comer of Ts. 42 and 43 N., R. 26 E. on 
the east boundary of T. 43 N., R. 25 E. 

Thence easterly 6 miles more or less along 
the line between Ts. 42 and 43 N., R. 26 E., 
to the SE corner of T. 43 N., R. 26 E. 

Thence northerly 6.72 chains more or less 
to the SW corner of T. 43 N.. R. 27 E., on the 
east boundary of T. 43 N., R. 26 E. 

Thence easterly 6 miles more or less along 
the Une between Ts. 42 and 43 N.. R. 27 E.. to 
the corner of Ts. 42 and 43 N., R. 27 E., on 
the west boundary of T. 42 N.. R. 28 E. 

Thence northerly 18.54 chains more or less 
along the line between Rs. 27 and 28 E., to 
the closing corner of Ts. 42 and 43 N., R. 

28 E. 

Thence easterly 6 miles more or less along 
the line between Ts. 42 and 43 N., R. 28 E.. 
to the corner of Ts. 42 and 43 N.. Rs. 28 and 

29 E. 

Thence easterly 1 mile more or less to the 
corner of Secs. 5, 6. 31 and 32, Ts. 42 and 
43 N.. R. 29 E. 

Thence east 1 mile more or less to a point 
north of the SW corner of T. 41 N., R. 30 E. 


Thence south 12 miles more or less to a 
point east of the standard corner of Ts. 41 
' N.. Rs. 28 and 29 E. 

Thence west 2 rrriles more or less to the 
standard corner of Ts. 41 N., Rs. 28 and 29 E. 

Thence westerly 3 miles more or less along 
the 8th Standard Parallel north to the stand¬ 
ard corner of Secs. 33 and 34, T. 41 N.. R. 
28 E. 

Thence south 6 miles more or less to a 
point east of the corner of Tfc. 39 and 40 N., 
Rs. 27 and 28 E. 

Thence west 3 miles more or less to the* 
corner of Ts. 39 and 40 N.. Rs. 27 and 28 E. 

Thence south 6 miles. 

Thence west 3 miles. 

Thence south 12 miles more or less to a 
point east of the corner of Ts. 36 and 37 N., 
Rs. 20 and 27 E. 

Thence west 3 miles more or less to the 
corner of Ts. 36 and 37 N., Rs. 26 and 27 E. 

Thence southerly 6*4 miles more or less 
along the line between Ts. 36 N.. Rs. 26 and 

27 E.. to the standard corner of Ts. 30 N., 
Rs. 26 and 27 E. 

Thence westerly 12*4 miles more or less 
along the 7th Standard Parallel north 
through Rs. 26. 25. and a portion of 24, E. f 
to the closing corner of Ts. 35 N., Rs. 24 and 
25 E. 

Thence southerly 6*4 miles more or less 
along the line between Ts. 35 N.. Rs. 24 and 
25 E.. to the corner of Ts. 34 and 35 N., Rs. 
24 and 25 E. 

Thence south 6 miles more or less to a 
point east of the corner of Secs. 3, 4, 33, 
and 34. Ts. 33 and 34 N.. R. 24 E. 

Thence west 3 miles more or less to the 
corner of Secs. 3, 4, 33 and 34, TS. 33 and 34 
N.. R. 24 E. 

Thence south 3 miles more or less to a 
point east of the corner of Secs. 13, 18, 19 and 
24. Ts. 33 N.. Rs. 23 and 24 E. 

Thence west 3 miles more or less to the 
corner of Secs. 13, 18. 19. and 24. Ts. 33 N.. 
Rs. 23 and 24 E., to the point of beginning. 

Inclosing an area of approximately 
1,372.160 acres. 

Also beginning at the corner of Secs. 15, 
16, 21 and 22. T. 25 N.. R. 28 E.. M. D. M., 
Nevada, thence northerly 3 miles more or less 
along the line between Secs. 15 and 16. 9 and 
10. 3 and 4, to the closing corner of Secs. 3 
and 4 on the 5th Standard Parallel north. 

Thence westerly 3.26 chains more or less 
along the 5th Standard Parallel north to the 
standard corner of Secs. 33 and 34, T. 20 N., 
R. 28 E. 

Thence northerly 6 miles more or less along 
the line between Secs. 33 and 34. 27 and 28. 
21 and 22, 15 and 16. 9 and 10, 3 and 4. to the 
closing corner of Secs. 3 and 4. T. 26 N., R. 

28 E. 

Thence westerly 8.21 chains more or less 
along the south boundary of T. 27 N.. R. 28 E., 
to the corner of Secs. 33 and 34, T. 27 N., R. 
28 E. 

Thence northerly 6 miles more or less along 
the line between Secs. 33 and 34, 27 and 28, 21 
and 22. 15 and 16. 9 and 10. 3 and 4. to the 
closing corner of Secs. 3 and 4, T. 27 N., R. 
28 E. 

Thence easterly 3.03 chains more or less 
along the south boundary of T. 28 N., R. 28 
E.. to the corner of Secs. 33 and 34, T. 28 N., 
R. 28 E. 

Thence northerly 6 miles more or less along 
the line between Secs. 33 and 34, 27 and 28. 
21 and 22. 15 and 16. 9 and 10. 3 and 4, to the 
closing corner of Secs. 3 and 4. T. 28 N., R. 
28 E. 

Thence westerly 1.12 chains more or less 
along the south boundary of T. 29 N.. R. 28 E. # 
to the corner of Secs. 33 and 34, T. 29 N.. R. 
28 E. 
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Thence northerly 12 miles more or less 
along the line between Secs. 33 and 34. 27 and 
28. 21 and 22, 15 and 16, 9 and 10. 3 and 4. of 
T. 29 N., R. 28 E., and Secs. 33 and 34, 27 and 
28, 21 and 22. 15 and 16. 9 and 10, 3 and 4, of 
T. 30 N.. R. 28 E., to the closing corner of 
Secs. 3 and 4, T. 30 N., R. 28 E. 

Thence easterly 0.56 chains more or less 
along the 6th Standard Parallel north to the 
standard corner of Secs. 33 and 34, T. 31 N., 
R. 28 E. 

Thence northerly 6 miles more or less on 
a straight line through unsurveyed T. 31 N., 
R. 28 E. t to the corner of Secs. 3, 4, 33 and 34, 
Ts. 31 and 32 N., R. 28 E. 

Thence northerly 6 miles more or less 
along the line between Sees. 33 and 34, 27 
and 28, 21 and 22. 15 and 16. 9 and 10. 3 and 
4, to the corner of Secs. 3 and 4, 33 and 34, 
Ts. 32 and 33 N.. R. 28 E. 

Thence westerly 3 miles more or less along 
the line between Ts. 32 and 33 N., R. 28 E., 
to the corner of Ts. 32 and 33 N., Rs. 27 and 
28 E. 

Thence west 6 miles. 

Thence north 6 miles. 

Thence east 9 miles. 

Thence north 5 miles more or less to a 
point w est of the corner of Secs. 1, 6, 7. and 
12, Ts. 34 N., Rs. 30 and 31 E. 

Thence east 15 miles more or less to the 
corner of Secs. 1, 6, 7 and 12, Ts. 34 N., Rs. 

30 and 31 E. 

Thence northerly l'A miles more or less 
along the line between Ts. 34 N., Rs. 30 and 

31 E., to the closing corner of Ts. 34 N., Rs. 
30 and 31 E.. on the south boundary of T. 35 
N.. R. 31 E. 

Thence easterly 6 miles more or less along 
the line between Ts. 34 and 35 N.. to the 
closing corner of T. 34 N., R. 31 E., on the 
south boundary of T. 35 N., R. 32 E. 

Thence easterly 2 miles and 77.08 chains 
along the south boundary of T. 35 N., R. 32 
E., as resurveyed in 1888. 

Thence southerly 6*/£ miles more or less on 
a straight line to the corner of Secs. 3 and 4, 
on the north boundary of T. 33 N., R. 32 E. 

Thence southerly 12 miles more or less 
along the line between Secs. 3 and 4, 9 and 
10, 15 and 16. 21 and 22, 27 and 28, 33 and 34. 
T. 33 N., R. 32 E.. and Secs. 3 and 4. 9 and 10, 
15 and 16. 21 and 22. 27 and 28. 33 and 34. 
T. 32 N., R. 32 E.. to the corner of Secs. 33 and 
34. T. 32 N.. R. 32 E. 

Thence westerly 26.88 chains more or less 
along the south boundary of T. 32 N.. R. 32 
E.. to the closing corner of Secs. 3 and 4. 
T. 31 N.. R. 32 E. 

Thence southerly 6 miles more or less along 
the line between Secs. 3 and 4, 9 and 10. 15 
and 16. 21 and 22. 27 and 28. 33 and 34. to 
the standard corner of Secs. 33 and 34, T. 31 
N., R. 32 E. 

Thence westerly 3 miles more or less along 
the 6th Standard Parallel north to the clos¬ 
ing corner of Ts. 30 N.. Rs. 31 and 32 E. 

Thence southerly 6 miles more or less along 
the line between Ts. 30 N., Rs. 31 and 32 E., 
to the corner of Ts. 29 and 30 N., Rs. 31 and 

32 E. 

Thence westerly 3 miles more or less to the 
corner of Secs. 3. 4, 33 and 34, Ts. 29 and 

30 N., R. 31 E. 

Thence southerly 6 miles more or less along 
the line between Secs. 3 and 4, 9 and 10, 
15 and 16. 21 and 22, 27 and 28. 33 and 34, to 
the corner of Secs. 33 and 34, T. 29 N.. R. 

31 E. 

Thence westerly 3 miles more or less along 
the line between Ts. 28 and 29 N.. R. 31 E., 
to the closing corner of Ts. 28 and 29 N., 
R. 31 E.. on the east boundary of T. 28 N., 
R. 30 E. 

Thence southerly 5’/ 2 miles more or less 
along the line between TS. 28 N.. Rs. 30 and 
31 E., to the corner of Ts. 27 and 28 N., R. 
30 E. 

Thence westerly 6 miles more or less along 
the line between Ts. 27 and 28 N., R. 30 E., to 


the corner of Ts. 27 and 28 N., Rs. 29 and 
30 E. 

Thence southerly 6 miles more or less 
along the line between Ts. 27 N., Rs. 29 and 
30 E., to the corner of Ts. 26 and 27 N., Rs. 
29 and 30 E. 

Thence westerly 3 miles more or less along 
the line between Ts. 26 and 27 N., R. 29 E., 
to the corner of Secs. 3, 4, 33 and 34, Ts. 
20 and 27 N., R. 29 E. 

Thence southerly 6 miles more or less 
along the line between Secs. 3 and 4. 9 and 
10, 15 and 16, 21 and 22, 27 and 28. 33 and 
34, to the standard corner of Secs. 33 and 34, 
T. 26 N., R. 29 E., on the 5th Standard Par¬ 
allel north. 

Thence westerly 3 miles more or less along 
the 6th Standard Parallel north to the clos¬ 
ing comer of Ts. 25 N., Rs. 28 and 29 E. 

Thence southerly 3 miles more or less along 
the east boundary of T. 25 N., R. 28 E„ to 
the corner of Secs. 13 and 24, T. 25 N., R. 
28 E. 

Thence westerly 3 miles more or less along 
the line between Secs. 13 and 24, 14 and 23, 
15 and 22, to the corner of Secs. 15, 16, 21 
and 22. T. 25 N., R. 28 E., the point of be¬ 
ginning. 

Inclosing an area of approximately 654,720 
acres. 

Dated: August 4, 1955. 

E. R. Greenslet, 

State Supervisor. 

[P. R. Doc. 55-6563; Piled, Aug. 11, 1955; 

8:46 a. m.] 


| Area Order 4J 
Colorado 

MODIFICATION OF COLORADO GRAZING 
DISTRICTS NO. 2 AND 7 

Correction 

In Federal Register Document 55-5630, 
appearing at page 5023 in the issue for 
Thursday, July 14,1955, the name of the 
Area Administrator should read *‘W. B. 
Wallace”. 


Geological Survey 

Snake River Basin, Wyoming 

POWER SITE CLASSIFICATION NO. 433 

Pursuant to authority vested in me by 
the act of March 3, 1879 (20 Stat. 394; 
43 U. S. C. 31), and by Departmental 
Order No. 2333 of June 10. 1947 (43 CFR 
4.623; 12 F. R. 4025), the following de¬ 
scribed land is hereby classified as 
power sites insofar as title thereto re¬ 
mains in the United States and subject 
to valid existing rights; and this classi¬ 
fication shall have full force and effect 
under the provisions of section 24 of the 
act of June 10, 1920, as amended by sec¬ 
tion 211 of the act of August 26, 1935 
(16 U. S. C. 818): 

Sixth Principal Meridian, Wyoming 
T. 41 N.. R. Ill W.. 

Sec. 5, lots 3 and 4, Sy 2 NWft. N&SWtt 
and SEftSWVi; 

Sec. 6. lots 1. 2, 3, SE>/4NEV4. SE^NW‘,4 

and E^SW*4; 

Sec. 7, lots 1. 2. 3. 4. and E>/ 2 W*4; 

Sec. 18. lots 1. 2. 3, and 4; 

Sec. 19. lot 3, SWViNEft, E^NW>/ 4 , 

SE’4 and SEV4SE*4; 


Sec. 29. W»/ 2 NW!4: 

Sec. 30, lot 2, NE>/ 4 NE*4 and SEy 4 NW»4. 

T. 42 N.. R. Ill W., 

Sec. 28. Wy 2 NE»/ 4 , NE( 4 NWy 4 , S^NW^, 
SWV4 and NWV 4 SE%; 

Sec. 29, Sy 2 SWy 4 . N»/ 2 SEy 4 , N&SW'.4SE!4 
and 8EV4SEV4; 

Sec. 30, lot 4, SEV4SW% and SW>/ 4 SEy; 

Sec. 31, lots 1, 2. 3, 4. N >/ 2 NE % NE % , SW’4 
NEy 4 NE»/ 4 , Wy 2 NE»4, S*4 SE^NE'/ 4i 
NEy 4 NWV4. Ey>swy 4 and SE«/ 4 ; 

Sec. 32. NEV4NEy 4 , S»/ 2 NWy 4 NEV 4 , SW’ ; 
NE»4. NEy 4 SW , / 4 NW> / 4. SytSWttNW‘4, 
SEV4NW% and N&SWft; 

Sec. 33. NV4NWV4. 

T. 41 N.. R. 112 W., 

All unsurveyed lands adjacent to the Ciro6 
Ventre River at an altitude of less than 
7.600 feet above sea level. Protraction 
of public land surveys indicates that the 
above-described lands when surveyed 
will be In sections 1, 2, 3. 11, 12, 13, 24 
and 25. 

T. 42 N.. R. 112 W.. 

Sec. 34, SE*/ 4 SEV4: 

Sec. 35. NE&NEfc, SfcNBft, and S&; 

Sec. 36. 


T. 45 N.. R. 112 W., 

Unsurveyed island in sees. 20 and 21; 

Sec. 13, S&SW 14; 

Sec. 14. S^Sfc; 

Sec. 15. S&SWV4, NEV4SB&, and Sy 2 8E*4; 

Sec. 19, lots 4, 5. and 6. and W%SB*4; 

Sec. 20. lots 1 to 8. Inclusive, NE^NE‘4, 
SWy 4 NEV4. and S%NW%; 

See. 21, lots 1, 4, 5. 6. 9, 10. 11, 12, 13. 14, 
and 15, NW>4NE»/ 4 , NE^SW^NE'^ . Nft 
NW‘/ 4 , and SB'ASB'A; 

Sec. 22. lots 1 to 8, inclusive, and NW ; i 
SW»/ 4 ; 

Sec. 23, lots 1 to 8, inclusive, 8EftNE ! /4 , 
and SytNWtf; 

Sec. 24, lot 1. NWy 4 NE>4. and NEy 4 NWV. 

Sec. 28. NW%NW^; 

Sec. 29. lots 1 and 2, NEV4. NE*4NW»4. 8! 2 
NW'/ 4 , NftSWfc, and SW A SW l A : 

Sec. 30; 

Sec. 31, Ny 2 NE%. 

T. 37 N., R. 113 W., 

Sec. 3. lot 1; 

Sec. 4, lots 1 and 2. 


T. 38 N.. R. 113 W.. 

Sec. 16, W&NE»/ 4 . E!/ 2 NWV4. NEV 4 SW>/ 2 , 
S j / 2 SWV4. NW*4SEV4. and S'ASE^; 

Sec. 17. SW&; 

Sec. 18. lots 2 and 3. NEftSW^. W%SE»4 
SWV4. and SEftSEftSWft; 

Sec. 19, lots 2 and 3. N*/ 2 NEy 4 . SE^NE^, 
Sy 2 SEV4NWi/ 4 , E*/ 2 SWV4. SWy 4 SE»/ 4 . and 
sy 2 SEy 4 6Ey 4 ; 

Sec. 20, SEftNEU, W»£, and NW^SEJi: 
Sec. 21. SE>4: 

Sec. 22, Ny 2 sw»4; 

Sec. 28. N«/ 2 NWy 4 , swy»sw%. NWy 4 SE>4, 
and SEV4SEV4: 

Sec. 29. NWV4NE14. NE^NWV4- N%NW*4 
NW'/4, S&SWV 4 NW&, NfcSWy 4 . and 
E&SE A; 

Sec. 30. Ny 2 NE>4, SE&NE'A. and NEft 

nw>/ 4 ; 

Sec. 32. NEV4NE*4: 

Sec. 33. NEV4NE1/4, W&NW&, SE'/ 4 NW',, 


and NWV 4 SW> 4 . 

T. 38 N., R. 114 W. t 
Sec. 13 (unsurveyed): 

Sec. 23. NEV4 and N&NWV4: 

Sec. 24. S&NE» 4 , WftNE*4NW&. Wi 
NW*4, SE y 4 NW l A . and unsurveyed S%; 
All unsurveyed lands adjacent to Hobacfc 
River at an altitude of less than 6,400 
feet above sea level. Protraction ox 
public land surveys indicates that the 
above-described lands when surveyed 


and 22. 


T. 38 N., R. 115 W., 

Sec. 4. NV4NEJ4 and SEV4NEV4: 

All lands in unsurveyed sections 1. 3. 

11, and 12, a-t an altitude of less than 
6,300 feet above sea level. 
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Friday, August 12, 1955 

The area described aggregates about 
13.283 acres. 

Dated: August 5,1955. 

Arthur A. Baker, 
Acting Director. 

[F. R. Doc. 55-6560: Filed. Aug. 11, 1955; 
8:45 a. m.l 


CIVIL AERONAUTICS BOARD 

(Docket No. 7218] 

West Coast Airlines, Inc. 

NOTICE OP HEARING 

In the matter of West Coast Airlines, 
Inc.; permanent certification Show 
Cause Order, E-9426. 

Notice is hereby given pursuant to the 
Civil Aeronautics Act of 1938, as 
amended, that a hearing in the above- 
entitled matter is assigned to be held on 
August 22, 1955, at 10:00 a. m., e. d. s. t., 
in Room 5855, Commerce Building, Four¬ 
teenth Street and Constitution Avenue 
NW.. Washington. D. C., before Exam¬ 
iner Edward T. Stodola. 

Dated at Washington, D. C., August 9, 

1955. 

[seal] Francis W. Brown, 

Chief Examiner. 

(F. R. Doc. 55-6580; Filed. Aug. 11. 1955; 
8:49 a. m.J 


[Docket No. 7319] 

Western Air Lines, Inc.; Casper Cut-off 
Renewal Case 

notice of prehearing conference 

In the matter of the application of 
Western Air Lines, Inc., under section 
401 of the Civil Aeronautics Act of 1938, 
as amended, for an order making perma¬ 
nent the amendment of its certificate of 
public convenience and necessity for 
Route 35, so as to extend said route be¬ 
yond Rapid City, South Dakota, to the 
terminal point Salt Lake City, Utah, via 
the intermediate point Casper, Wyoming. 

Notice is hereby given that a prehear¬ 
ing conference in the above-entitled pro¬ 
ceeding is assigned to be held on Septem¬ 
ber 23, 1955, at 10:00 a. m., e. d. s. t., in 
Room E-210, Temporary Building No. 5, 
Sixteenth Street and Constitution 
Avenue NW., Washington, D. C., before 
Examiner Edward T. Stodola. 

Dated at Washington, D. C., August 9, 

1955. 

^ SEAI *1 Francis W. Brown, 

Chief Examiner. 

(E R. Doc. 55-6581; Filed, Aug. 11, 1955; 
8:49 a. m.] 


(Docket No. 5701 et al.] 
Florida-Texas Service Case 
notice of prehearing conference 
Notice is hereby given that a prehear¬ 
ing conference in the above-entitled 
proceeding is assigned to be held on 
September 7. 1955, at 10:00 a. m., e. d. 
No. 157-6 


s. t., in Room E-210. Temporary Building 
No. 5. Sixteenth Street and Constitution 
Avenue NW., Washington. D. C., before 
Examiner Ferdinand D. Moran. 

Dated at Washington, D. C., August 8, 
1955. 

[seal] Francis W. Brown, 

Chief Examiner. 

(F. R. Doc. 55-6582; Filed. Aug. 11. 1955; 
8:50 a. m.| 


[Docket No. 7278] 

Lineas Aereas de Nicaragua. S. A. 
notice of prehearing conference 

In the matter of the application of 
Lineas Aereas de Nicaragua, S. A., for 
a foreign air carrier permit authorizing 
it to engage in indirect foreign air trans¬ 
portation with respect to property or as 
a foreign air freight forwarder between 
any point in the United States and any 
point in Nicaragua. 

Notice is hereby given that a prehear¬ 
ing conference in the above-entitled 
proceeding is assigned to be held on 
September 8, 1955, at 10:00 a. m., 
e. d. s. t., in Room 2044, Temporary 
Building No. 5, Sixteenth Street and 
Constitution Avenue NW.. Washington, 
D. C.. before Examiner Joseph L. Fitz- 
maurice. 

Dated at Washington, D. C., August 8, 
1955. 

[seal] Francis W. Brown, 

Chief Examiner. 

(F. R. Doc. 55-6583; Filed. Aug. 11, 1955; 

8:50 a. m.] 


FARM CREDIT ADMINIS¬ 
TRATION 

(Farm Credit Administration Order 631) 

Chief or Acting Chief, and Assistant 
to Chief, Administrative Division 

AUTHORIZATION TO AUTHENTICATE DOCU¬ 
MENTS. CERTIFY OFFICIAL RECORDS, AND 
AFFIX SEAL 

V. V. Hemstreet. Chief, T. L. Piper, 
when Acting Chief, and Zelina A. Ahern, 
Assistant to the Chief, Administrative 
Division, severally and not jointly, are 
authorized and empowered: 

(a) To execute and issue under the 
seal of the Farm Credit Administration, 
statements (1) authenticating copies of, 
or excerpts from, official records and 
files of the Farm Credit Administration; 
(2) certifying, on the basis of the rec¬ 
ords of the Farm Credit Administration, 
the effective periods of regulations, or¬ 
ders. instructions, and regulatory an¬ 
nouncements; and (3) certifying, on the 
basis of the records of the Farm Credit 
Administration, the appointment, quali¬ 
fication, and continuance in office of any 
officer or employee of the Farm Credit 
Administration, or any conservator or 
receiver acting under the supervision or 
direction of the Farm Credit Adminis¬ 
tration. 

(b) To sign official documents and to 
affix the seal of the Farm Credit Admin¬ 
istration thereon for the purpose of at- 
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testing the signatures of officials of the 
Farm Credit Administration. 

The foregoing revokes Farm Credit 
Administration Order No. 517, dated 
December 15, 1950, 15 F. R. 9194. 

[seal] A. T. Esgate, 

Acting Governor. 

|F. R. Doc. 55-6570; Filed, Aug. 11, 1955; 
8:48 a. m.J 


FEDERAL POWER COMMISSION 

(Docket No. G-7341, etc.] 

H. Merlyn Christie et al. 

NOTICE OF FINDINGS AND ORDER 

August 8, 1955. 

In the matters of H. Merlyn Christie, 
et al., Docket No. G-7341; Robert A. 
Stacy, Docket No. G-7369; R. H. Aber¬ 
crombie, Docket No. G-7370; C. M. Aber¬ 
crombie. Docket No. G-7371; Goldston 
Oil Corporation, et al.. Docket Nos. G- 
7372 and G-7373; Hiawatha Oil & Gas 
Company, Docket No. G-7375; Paul E. 
Barnhart, et al.. Docket Nos. G-7378, 
G-7379; G-7380, G-7381, G-7382. G- 
7383, G-7384, G-7385, G-7386, G-7387, 
G-7388, and G^7389. 

Notice is hereby given that on July 18, 
1955, the Federal Power Commission 
issued its findings and order adopted 
July 13.1955, issuing certificates of public 
convenience and necessity in the above- 
entitled matters. 

[seal! J. H. Gutride, 

Acting Secretary. 

[F. R. Doc. 55-6564; Filed, Aug. 11. 1955; 

8:47 a. m.J 


[Docket No. E-6639] 

Puget Sound Power & Light Co. 

NOTICE OF APPLICATION FOR DETERMINATION 
AS TO WHETHER APPLICANT IS A PUBLIC 
UTILITY 

August 8. 1955. 

Take notice that on August 3. 1955, 
an application was filed with the Federal 
Power Commission by Puget Sound 
Power & Light Company (“Applicant") 
for a determination whether or not 
Applicant is a “public utility" as defined 
in section 201 of the Federal Power Act, 
and if Applicant is determined to be a 
“public utility", for authorization of the 
issuance of securities under section 204 
(a) of the Federal Power Act. Applicant 
is a corporation organized under the 
laws of the State of Massachusetts and 
doing business in the State of Washing¬ 
ton. with its principal business office at 
Seattle, Washington. Applicant seeks 
authority to issue unsecured promissory 
notes in the aggregate amount of $20.- 
000,000 to certain banks to evidence 
loans which it proposes to make during 
the period commencing August 1, 1955, 
and ending July 31, 1958. Said promis¬ 
sory notes will be issued subsequent to 
August 1, 1955, and will mature on July 
31. 1958. The notes will bear interest at 
the rate of 3 percent per annum and 
Applicant will be obligated to pay a com¬ 
mitment fee on the first day of each 
January, April, July and October at the 
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rate of Y% of 1 percent per annum based 
on the daily average of the unused re¬ 
maining commitment. The proceeds 
from the issuance of said notes will be 
used to discharge certain bank loans 
now outstanding and to finance Appli¬ 
cant’s construction program; all as more 
fully appears in the application on file 
with the Commission. 

Any person desiring to be heard, or 
to make any protest with reference to 
said application should, on or before the 
29th day of August 1955, file with the 
Federal Power Commission, Washington 
25, D. C., a petition or protest in accord¬ 
ance with the Commission’s Rules of 
Practice and Procedure. The applica¬ 
tion is on file with the Commission for 
public inspection. 

fSKALl J. H. Gutride, 

Acting Secretary. 

[P. R. Doc. 55-5565; Piled. Aug. 11, 1955*, 
8:47 a. m.J 


| Docket No. G-5205J 
Phil K. Cochran 

NOTICE OF APPLICATION AND DATE OF 
HEARING 

August 8,1955. 

Take notice that Phil K. Cochran, Ap¬ 
plicant, an individual whose address is 
Commercial National Bank Building, 
Shreveport, Louisiana, filed on Novem¬ 
ber 22, 1954, an application for a certifi¬ 
cate of public convenience and necessity 
pursuant to section 7 of the Natural Gas 
Act, authorizing Applicant to render 
service as hereinafter described, subject 
to the jurisdiction of the Commission, all 
as more fully represented in the applica¬ 
tion which is on file with the Commission 
and open for public inspection. 

Applicant proposes to sell natural gas 
in interstate commerce to the Arkansas 
Louisiana Gas Company for resale, 
which gas is produced in the Ivan Field 
of Webster and Bossier Parishes, Loui¬ 
siana. The price of the gas is 9.87 cents 
per Mcf. 

Tliis matter is one that should be dis¬ 
posed of as promptly as possible under 
the applicable rules and regulations and 
to that end: 

Take further notice that, pursuant to 
the authority contained in and subject 
to the jurisdiction conferred upon the 
Federal Power Commission by sections 7 
and 15 of the Natural Gas Act, and the 
Commission’s Rules of Practice and Pro¬ 
cedure. a hearing will be held on Sep¬ 
tember 8. 1955 at 9:30 a. m., e. d. s. t., in 
a Hearing Room of the Federal Power 
Commission, 441 G Street NW., Wash¬ 
ington, D. C., concerning the matters in¬ 
volved in and the issues presented by 
such application: Provided, however , 
That the Commission may, after a non- 
contested hearing, dispose of the pro¬ 
ceedings pursuant to the provisions of 
section 1.30 (c) (1) or (c) (2) of the 
Commission's Rules of Practice and 
Procedure. 

Protests or petitions to intervene may 
be filed with the Federal Power Commis¬ 
sion, Washington 25, D. C., in accordance 


with the Rules of Practice and Procedure 
(18 CFR 1.8 or 1.10) on or before August 
27,1955. Failure of any party to appear 
at and participate in the hearing shall be 
construed as waiver of and concurrence 
in omission herein of the intermediate 
decision procedure in cases where a re¬ 
quest therefor is made. 

[seal] J. H. Gutride, 

Acting Secretary. 

[P. R. Doc. 55-6566; Filed, Aug. 11, 1955; 

8:47 a. m.J 


| Docket No. G-8794J 
United Equipment Co. et al. 

NOTICE OF APPLICATION AND DATE OF 
HEARING 

August 8, 1955. 

Take notice that United Equipment 
Company, George A. Butler, Robert S. 
Green burg, Severin Knutson, Johnny 
Mitchell, Trustee, Martin Nadelman, Oil 
Drilling. Inc., J. S. Oshman, E, J. Pulaski, 
Louis Pulaski, Morris Rauch, Riddell 
Petroleum Corporation, Tennessee Pro¬ 
duction Company, W. N. Zinn and 
Tennessee Gas Transmission Company, 
by and through their duly authorized 
agent, Christie, Mitchell and Mitchell Co. 
(hereinafter referred to as Applicant) 
whose address is 501 Bank of Commerce 
Building, Houston 2, Texas, filed on April 
25, 1955, an application for a certificate 
of public convenience and necessity pur¬ 
suant to section 7 of the Natural Gas Act, 
authorizing Applicant to render service 
as hereinafter described, subject to the 
jurisdiction of the Commission, all as 
more fully represented in the application 
which is on file with the Commission and 
open for public inspection. 

Applicant proposes to sell natural gas 
to be produced from the Krezdorn Unit, 
Huffsmith Field, Harris County, Texas, 
to Tennessee Gas Transmission Com¬ 
pany. The estimated rate of delivery will 
be 19,159 Mcf (at 14.65 p. s. i. a.) for the 
first month of delivery. The proposed 
initial price will be 13.69479 cents per 
Mcf (at 14.65 p. s. i. a.). Tennessee will 
transport and sell the gas, commingled 
with its other gas supplies, in interstate 
commerce. 

This matter is one that should be dis¬ 
posed of as promptly as possible under 
the applicable rules and regulations and 
to that end: 

Take further notice that, pursuant to 
the authority contained in and subject 
to the jurisdiction conferred upon the 
Federal Power Commission by sections 
7 and 15 of the Natural Gas Act, and 
the Commission’s Rules of Practice and 
Procedure, a hearing will be held on Sep¬ 
tember 16, 1955, at 9:30 a. m., e. d. s. t., 
in a Hearing Room of the Federal 
Power Commission. 441 G Street NW., 
Washington. D. C., concerning the mat¬ 
ters involved in and the issues presented 
by such application: Provided, however , 
That the Commission may, after a non- 
contested hearing, dispose of the pro¬ 
ceedings pursuant to the provisions of 
section 1.30 (c) (1) or (c) (2) of the 
Commission’s Rules of Practice and 
Procedure. 


Protests or petitions to intervene may 
be filed with the Federal Power Commis- 
ion, Washington 25, D. C., in accord¬ 
ance with the Rules of Practice and Pro¬ 
cedure (18 CFR 1.8 or 1.10) on or before 
September 1, 1955. Failure of any party 
to appear at and participate in the hear¬ 
ing shall be construed as waiver of and 
concurrence in omission herein of the 
intermediate decision procedure in cases 
where a request therefor is made. 

[seal] J. H. Gutride, 

Acting Secretary. 

[P. R. Doc. 55-6567; Piled. Aug. 11. 1955; 

8:47 a. m.f 


| Docket No. G-9044 ] 

Haverhill Gas Co. 

NOTICE OF APPLICATION AND DATE OF 
HEARING 

August 8, 1955. 

Take notice that on June 16, 1955, 
Haverhill Gas Company (Applicant) 
filed an application, pursuant to section 
7 (b) of the Natural Gas Act, for an order 
granting permission and approval to 
abandon sales and deliveries of natural 
gas to Allied New Hampshire Gas Com¬ 
pany (Allied) for resale in Allied’s 
Exeter (New Hampshire) Division. 

Applicant proposes to abandon the 
service to Allied simultaneously with 
commencement of service to Allied by 
Tennessee Gas Transmission Company. 

The application is on file with the 
Commission and open for public inspec¬ 
tion. 

This matter is one that should be dis¬ 
posed of as promptly as possible under 
the applicable rules and regulations, and 
to that end: 

Take further notice that, pursuant to 
the authority contained in and subject 
to the jurisdiction conferred upon the 
Federal Power Commission by sections 
7 and 15 of the Natural Gas Act, and the 
Commission’s Rules of Practice and Pro¬ 
cedure, a hearing will be held on Sep¬ 
tember 15, 1955, at 9:30 a. m., e. d. s. t., 
in a Hearing Room of the Federal Power 
Commission, 441 G Street NW., Wash¬ 
ington, D. C., concerning the matters 
involved and the issues presented by 
such application: Provided, however, 
That the Commission may, after a non- 
contested hearing, dispose of the pro¬ 
ceedings pursuant to the provisions or 
section 1.30 (c) (1) or (c) (2) of the 
Commission’s Rules of Practice and 
Procedure. 

Protests or petitions to intervene may 
be filed with the Federal Power Com¬ 
mission, Washington 25, D. C., in ac¬ 
cordance with the Rules of Practice and 
Procedure (18 CFR 1.8 or 1.10) on or 
before September 1,1955. Failure of any 
party to appear at and participate in the 
hearing shall be construed as waiver o 
and concurrence in omission herein oi 
the intermediate decision procedure in 
cases where a request therefor is made. 

[seal! J. H. Gutride, 

Acting Secretary . 

|F. R. Doc. 55-6568; Piled. Aug. U. * 955: 
8:47 a. m.J 








Friday , August 12, 1955 

[Docket No. G-9130] 

Barney Truman Heirs Lease 

notice of application and date of 

HEARING 

August 8,1955. 

Take notice that Barney Truman 
Heirs Lease, C. W. Beecher, Operator 
(Applicant) , an individual whose address 
is Big Bend, West Virginia, filed on July 
13, 1955, an application for a certificate 
of public convenience and necessity pur¬ 
suant to section 7 of the Natural Gas 
Act, authorizing Applicant to render 
service as hereinafter described, subject 
to the jurisdiction of the Commission, 
all as more fully represented in the ap¬ 
plication which is on file with the Com¬ 
mission and open for public inspection. 

Applicant produces natural gas from 
the Barney Truman Heirs Lease, on 
Daniels Run, Lee District, Calhoun 
County, West Virginia, which it pro¬ 
poses to sell to Hope Natural Gas Com¬ 
pany at 20 cents per Mcf for transporta¬ 
tion in interstate commerce for resale. 
The rate of delivery will be 300 Mcf per 
day. 

This matter is one that should be dis¬ 
posed of as promptly as possible under 
the applicable rules and regulations and 
to that end: 

Take further notice that, pursuant to 
the authority contained in and subject 
to the jurisdiction conferred upon the 
Federal Power Commission by sections 
7 and 15 of the Natural Gas Act, and the 
Commission’s Rules of Practice and Pro¬ 
cedure, a hearing will be held on Sep¬ 
tember 8, 1955, at 9:30 a. m., e. d. s. t., 
in a Hearing Room of the Federal Power 
Commission, 441 G Street NW., Wash¬ 
ington, D. C., concerning the matters 
involved in and the issues presented by 
such application: Provided , however , 
That the Commission may, after a non- 
contested hearing, dispose of the pro¬ 
ceedings pursuant to the provisions of 
section 1.30 (c) (1) or (c) (2) of the 
Commission’s Rules of Practice and 
Procedure. 

Protests or petitions to intervene may 
be filed with the Federal Power Com¬ 
mission, Washington 25, D. C., in accord¬ 
ance with the Rules of Practice and Pro¬ 
cedure (18 CFR 1.8 or 1.10) on or before 
August 26, 1955. Failure of any party 
to appear at and participate in the hear¬ 
ing shall be construed as waiver of and 
concurrence in omission herein of the 
intermediate decision procedure in cases 
where a request therefor is made. 

f SEAL l J. H. Gutride, 

Acting Secretary . 

IP. R. Doc. 55-6569; Filed, Aug. 11. 1955; 

8:47 a. m.J 


INTERSTATE COMMERCE 
COMMISSION 

Fourth Section Applications for 
Relief 

August 9, 1955. 

Protests to the granting of an appli¬ 
cation must be prepared in accordance 
with Rule 40 of the General Rules of 
Practice (49 CFR 1.40) and filed within 


FEDERAL REGISTER 

15 days from the date of publication of 
this notice in the Federal Register. 

long-and-short haul 

FSA No. 30924: Cast iron pressure pipe 
in southern territory. Filed by R. E. 
Boyle, Jr., for interested % rail carriers. 
Rates on cast iron pressure pipe, car¬ 
loads. from specified points in Alabama, 
Florida, Georgia. North Carolina, Ten¬ 
nessee, and Virginia to specified points 
in Tennessee, Mississippi, and Virginia, 
also to Helena, Ark., Cairo and Metrop¬ 
olis, Ill., Evansville, Jeffersonville, and 
New Albany, Ind., and Cincinnati, Ohio. 

Grounds for relief: Short-line dis¬ 
tance scale, motor truck competition, and 
circuity. 

Tariff: Supplement 57 to Agent Span- 
inger’s I. C. C. 1374. 

FSA No. 30925: Petroleum and prod¬ 
ucts—Rogerslacy, Miss., to Illinois. 
Filed by R. E. Boyle, Jr., Agent, for in¬ 
terested rail carriers. Rates on petro¬ 
leum and petroleum products, carloads, 
from Rogerslacy, Miss., to specified 
points in Illinois. 

Grounds for relief: Commercial com¬ 
petition and circuity. 

Tariff: Supplement 214 to Agent Span- 
inger’s I. C. C. 1253. 

FSA No. 30926: Alfalfa—Lamar, Colo., 
to Omaha, Nebr. Filed by W. J. Prueter, 
Agent, for interested rail carriers. 
Rates on chopped or ground alfalfa (al¬ 
falfa meal), carloads from Lamar, Colo., 
to Omaha, Nebr. 

Grounds for relief: Circuitous routes. 

Tariff: Supplement 17 to Agent Prue- 

T C* C* A_?QQ9 

FSA No. 30927: Steel sheet—Sault Ste. 
Marie, Mich., to Lansing, Mich. Filed 
by W. J. Prueter, Agent, for interested 
rail carriers. Rates on iron or steel 
sheet, strip, plate or bars, carloads, from 
Sault Ste. Marie, Mich., to Lansing, 
Mich. 

Grounds for relief: Barge competition 
and circuity. 

FSA No. 30928: Sand—Southwest to 
southern territory. Filed by F. C. Kratz- 
meir, Agent, for interested rail carriers. 
Rates on sand, noibn, ground or pulver¬ 
ized, carloads, from specified points in 
Arkansas, Missouri, Oklahoma and 
Texas to specified points in Alabama, 
Georgia, Kentucky, Mississippi, North 
Carolina, South Carolina, and Tennessee. 

Grounds for relief: Short-line distance 
formula, market competition, and cir¬ 
cuity. 

Tariff: Supplement 28 to Agent Kratz- 
meir’s I. C. C. 4135. 

FSA No. 30929: Fertilizer and Mate¬ 
rials—Middletown, Ohio, to the South. 
Filed by H. R. Hinsch, Agent, for inter¬ 
ested rail carriers. Rates on fertilizer 
and fertilizer materials, carloads from 
Middletown, Ohio to specified points in 
Alabama, Arkansas (Helena), Florida, 
Georgia, Kentucky, Louisiana (east of 
the Mississippi River), Mississippi, North 
Carolina, South Carolina, Tennessee, and 
Virginia. 

Grounds for relief: Short-line distance 
formula, market competition, and cir¬ 
cuity. 

Tariff: Supplement 18 to Agent Boin’s 
I. C. C. A-984. 
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FSA No. 30930: Dense soda ash— 
From the East to Oklahoma. Filed by 
F. C. Kratzmeir. Agent, for interested 
rail carriers. Rates on dense soda ash, 
in bulk or in packages from specified 
points in Ohio, Michigan. New York and 
Virginia to Enid, Oklahoma City, and 
Ponca City, Okla. 

Grounds for relief: Market competi¬ 
tion and circuity. 

Tariff: Supplement 89 to Agent 
Kratzmeir’s I. C. C. 4109. 

FSA No. 30931: Commodities from 
and to points in the Southwest. Filed 
by F. C. Kratzmeir, Agent, for interested 
rail carriers. Rates on commodities, 
various, in carloads from or to specified 
points in southwestern territory to or 
from specified points in southern and 
official territories. 

Grounds for relief: Circuitous routes. 

FSA No. 30932: Brick—Vale. Mo., to 
Kentucky and Tennessee. Filed by 
W. J. Prueter, Agent, for interested rail 
carriers. Rates on brick and related 
articles, carloads, from Vale, Mo., to 
specified points in Kentucky and Ten¬ 
nessee. 

Grounds for relief: Market competi¬ 
tion and circuity. 

Tariff: Supplement 75 to Agent 
Prueter’s I. C. C. A-3973. 

By the Commission. 

[seal] Harold D. McCoy. 

Secretary. 

[F. R. Doc. 55-6572; Filed. Aug. 11, 1955; 

8:48 a. m.[ 


SECURITIES AND EXCHANGE 
COMMISSION 

[File No. 24SF-2119J 
Searchlight Uranium Corp. 

order temporarily denying exemption, 
statement or reasons therefor, and 
notice of opportunity for hearing 

I. Searchlight Uranium Corporation, 
2208 West Eighth Street. Los Angeles, 
California, having filed with the Com¬ 
mission on July 20. 1955, a Notification 
on Form 1-A, relating to a proposed pub¬ 
lic offering of 500,000 shares of 10 cent 
par value common stock at 10 cents per 
share, for the purpose of obtaining an 
exemption from the registration require¬ 
ments of the Securities Act of 1933, as 
amended, pursuant to the provisions of 
section 3 (b) thereof and Regulation A 
promulgated thereunder: and 
n. The Commission having been ad¬ 
vised : 

That an order was entered on June 30. 
1953, in the United States District Court 
for the District of Nevada, permanently 
enjoining Homer C. Mills, president, di¬ 
rector and promoter of Searchlight 
Uranium Corporation, and Searchlight 
Consolidated Mining & Milling Company, 
an affiliate of Searchlight Uranium Cor¬ 
poration. from further violations of the 
registration requirements of the Securi¬ 
ties Act of 1933, as amended, in connec¬ 
tion with the sale of securities of Search¬ 
light Consolidated Mining & Milling 
Company; and 

That on October 7. 1954, the United 
States District Court for the District of 
Nevada found Homer C. Mills guilty of 
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criminal contempt for having violated 
the terms of the aforesaid decree; and 

It appearing necessary and appropri¬ 
ate in the public interest and for the 
protection of investors to deny the 
exemption under Regulation A under the 
Securities Act of 1933, as amended: 

III. It is ordered, Pursuant to Rule 223 
(a) of the General Rules and Regula¬ 
tions under the Securities Act of 1933, as 
amended, that the exemption under Reg¬ 
ulation A be, and it hereby is, tempor¬ 
arily denied. 

Notice is hereby given that any person 
having any interest in the matter may 


file with the Secretary of the Commis¬ 
sion a written request for a hearing; 
that, within 20 days after receipt of 
such request, the Commission will, or at 
any time upon its own motion may, set 
the matter down for hearing at a place 
to be designated by the Commission for 
the purpose of determining whether this 
order of denial should be vacated or 
made permanent, without prejudice, 
however, to the consideration and pres¬ 
entation of additional matters at the 
hearing; and that notice of the time and 
place of said hearing will be promptly 
given by the Commission. 


It is further ordered That this order 
and notice shall be served upon Search¬ 
light Uranium Corporation, 2208 West 
Eighth Street, Los Angeles, California, 
and Homer C. Mills, Searchlight, Nevada, 
personally or by registered mail or by- 
confirmed telegraphic notice and shall be 
published in the Federal Register. 

By the Commission. 

[seal! Orval L. DtjBois, 

Secretary. 

[P. R. Doc. 55-6576; Piled, Aug. 11, 1955; 

8:49 a. m.J 





